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Abstracts 


Complexity In Corporate Modelling: A Review, by $. Clarke and A.M. 
Tobias 


This review summarises the history of corporate modelling: the 
development of the component business models, their amalgamation 
into corporate planning models in the 1960s and 1970s, and the eventual 
replacement of these integrated models by spreadsheets in the 1980s. 
Until the late 1970s, it appeared that integrated corporate models 
would ultimately eliminate any uncertainty in management decision 
making. However, it soon became apparent that their inherent com- 
plexity and inadequate performance was rendering them redundant. 
The spreadsheet revolution, offering accessibility and increased 
simplicity, promised corporate planners the solution. Unfortunately, 
poor modelling practice, constructional complexity and a consistent 
failure to address these issues, have led to the promise being broken. A 
new approach is now required. 


British Exports to Colonial North America and the Mercantilist Fallacy, 
S.D. Smith 


This article reconsiders the significance of continental North America 
as an export market for British manufactures during the eighteenth 
century. A simple model of export distribution between markets is used 
in conjunction with Hirschman indexes of trade dependence to assess 
whether trade with the colonies had a positive effect on total revenue 
earned from exporting between 1700 and 1776. 


Regional Variations in Provincial Business Biography: The Case of 
Birmingham, Bristol and Manchester, 1870-1914, by Hartmut 


Berghoff 


This article summarises the results of a prosopographic study of 1,328 
entrepreneurs from Birmingham, Bristol, and Manchester who were 
actively engaged in business between 1870 and 1914. The first part 
concentrates on traits that appear to have been general features of 
provincial business leaders. The main purpose of this article, however, 
is to pinpoint marked variations in the social profile of these three 


business communities and to discuss to what degree differences in the 
towns’ economic and social history left an imprint on the collective 
biographies of their entrepreneurial elites. 


Investment Group, Free-Standing Company or Multinational? Brazilan 
Warrant, 1909-52, by Robert G. Greenhill 


Britain’s direct investment overseas has become the subject of 
debate. Not only is much more known about British multinationals, 
but the concepts of investment groups and free-standing companies 
have further enriched the discussions. This study examines an example 
of British capital export — to the Brazilian coffee trade before and 
after the First World War. The case study illustrates the difficulties 
in developing typologies for direct investment abroad, and it also 
considers the managerial and organisational problems facing such 
companies for the businessmen who developed them. Further, the 
article speculates that the retreat of British commercial enterprise from 
Latin America before 1914 may have been more selective than was once 
thought. 


SURVEY ARTICLE 
British Business History: 
A Review of the Periodical Literature 
for 1993 


MARTIN CHICK 
University of Edinburgh 


1993 presented a slightly surprising mixture of periodical literature. 
Topics of increasing interest to business historians, notably banking and 
marketing,’ were poorly represented, while what might be regarded 
as the more traditional fare of economic and business history, such as 
coal-mining, utilities and textiles, figured well. Comparatively newer 
industries, such as post-1945 motor vehicles and computers, did receive 
attention, but the quality of these articles often compared badly with 
the technical skill and intellectual quality of the pre-1945 studies of coal, 
textiles and utilities. Of the larger themes in recent business history, 
consumption patterns and processes, accountancy, and the costs and 
benefits of networks continued to attract attention. Encouragingly, there 
are signs in the developing work on all of these themes of an increas- 
ing willingness to exploit ideas and approaches from other disciplines, 
and to go much further than is usual in business history in deploying 
and developing intellectual concepts to explain the development of 
business. 


H 
MINING, MANUFACTURING AND SCALE ECONOMIES 


The extent of any economies of scale in the inter-war British coal- 
mining industry form the subject of a brisk exchange between Greasley 
and Fine.” In response to Fine’s earlier exploration of why the coal 
industry failed to reap substantial scale economies,’ Greasley finds scale 
economies in inter-war coal-mining to be roughly constant.* That sub- 
stantial pit-level scale economies were not reaped in the inter-war 
period was because they were unavailable. Similarly, using statistical 
cost estimation techniques, Dodgson finds evidence of more or less 
constant returns to scale with respect to firm size in the British railway 
industry between 1900 and 1912.5 Citing evidence from the United 
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States that economies of density were more important than those of 
company size in the railway industry, Dodgson concludes that, given the 
finding of constant scale returns to firm size, even if the grouping of 
railways by the 1921 Railways Act had occurred in the Edwardian 
period, it would have made little difference unless it had also been 
accompanied by significant changes in working practices.6 

The finding of constant scale economies in coal and rail is of rele- 
vance to discussions of the nationalisation programme in Bnitain, as too 
is Millward and Ward’s examination of the reasons for the rise of the 
municipal ownership of gas undertakings in some towns but not in 
others.’ Finding considerations of political ideology to be of minimal 
significance, they argue that municipalisation was more likely in towns 
with a high rate of population growth and without an especially strong 
revenue base. Thus, growing industrial towns and cities in the Midlands 
and North of England, like Bolton and St Helens, were more likely 
to experience municipal ownership than their southern counterparts. 
Staying with Midland and Northern manufacturing towns, Berg is 
critical of the tendency of historians to concentrate on large-scale 
factory industries to the neglect of diverse and small- and medium-scale 
units of production. Concentrating on the English metal trades, 
especially those in Birmingham and Sheffield, Berg calls for a fresh 
examination of the phase of ‘small producer capitalism’ which preceded 
the nineteenth-century dichotomy between small and very large pro- 
ducers. 

Productivity, resource allocation and the efficiency of fixed capital 
investment during the twentieth century variously concern Howlett, 
Tomlinson and Broadberry. Howlett examines the process by which 
central government allocated resources during World War IL Using a 
variant of the Prisoner’s Dilemma, Howlett emphasises the importance 
of information flows within the planning system, and the likelihood 
that competition for resources between departments inclined them to 
manipulate their release of information in such a way as to preclude a 
optimal allocative outcome.’ Tomlinson pays particular attention to 
the efforts of the post-war Labour government, and in particular of 
ministers such as Cripps and Dalton, to improve the supply-side 
efficiency of the industry, by promoting standardisation, ‘human 
relations’, and technical and management education.’ The longer-term 
efficiency of the use of capital investment concerns Broadberry, who, in 
a very useful analysis of the long-run stationarity of comparative labour 
productivity levels in British, German and American manufacturing 
industries, emphasises the importance of complex relationships between 
capital per worker, national resource bases and technological choice." 
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Broadberry’s work points up the importance of the non-manufacturing 
sections of the economy, complements the work of Bowden and Turner 
on the diffusion of consumer durables,” and finds some support in work 
by Davies on the resistance of British watchmaking firms to the adop- 
tion of the American system of manufacturing, from Brown in his 
study of the decline of the British toy industry, 1979-84, and from 
Rosenbloom in his useful comparative study of Anglo-American 
small-arms manufacture around the mid-nineteenth century." 

Decline and the strategic response of firms in the Lancashire textile 
industry to the loss of market dominance is the subject of a Special Issue 
of Textile History, edited by Jeremy.’ In this complicated and highly 
varied industry the oft-prescribed cure-alls of rationalisation and 
restructuring, and the comparative virtues of mules and rings, are 
examined from the point of view of the management of individual firms. 
This is part of Jeremy’s concern to cajole business historians into draw- 
ing a sharper distinction between the concerns and considerations of 
managers and those of economists. This drive is ably assisted by the 
work of Toms on the activities between 1887 and 1905 of the amalga- 
mation that was Horrocks, Crewdson & Co. Ltd, and by Farnie’s 
analysis of the marketing strategies of Platt Bros. & Co., 1906~40.!5 
Yet, while reading both these explanations of why innovation and 
restructuring were complicated, and those of Jeremy, Higgins and 
Blackburn on the continuing problems of the industry in the later 
twentieth century,'® it was difficult to shake off the old nagging doubts 
about the quality of the industry’s management. Were they simply a 
peculiarly stupid and immovable set of men, as Keynes thought, was 
there a McCloskey-style failure of entrepreneurship, or were they 
simply sitting in an industry whose product-cycle decline was almost 
inevitable, as Singleton has suggested?!” On the basis of the 1993 
literature, the performance of twentieth-century textile managers 
compares unfavourably with that of their nineteenth-century counter- 
parts, some of whom, as Chapman illustrates in his study of E. Moses 
& Sons and the ready-made clothing industry, had a sharper sense of 
the importance of marketing and retailing what was to become a mass- 
market product.'® Similarly, Toms’ analysis of the capital investment 
data and depreciation provisions of Horrocks, Crewdson & Co. supports 
his generally optimistic view of the company’s strategy towards the end 
of the nineteenth century. Toms’ work might also be read alongside that 
of Pearson who, more generally, uses insurance valuations to support 
the general move to upgrade the estimates of capital stock 1760-1830, 
although keeping with the general tale of a slow rate of capital forma- 
tion.’ 
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Ii 
ACCOUNTANCY AND ACCOUNTANTS 


The December issue of Accounting, Business and Financial History is 
devoted to a thematic discussion of the scope for mutually beneficial 
interaction between historians of business and accounting.” Dominant 
in this special issue is the broad discussion by Mathias of the relation- 
ship and potential synergy between accounting and business history.’ 
Not least among Mathias’ tasks here is to say what exactly constitutes 
‘business history’, something which, elsewhere, also concerns Corley.” 
Lurking at the heart of Mathias’ and Corley’s articles is the difficulty 
of moving from the recording of change to explaining and analysing why 
change occurred. It is in the empty box of explaining the processes and 
outcomes of decision-making that business historians seem to face their 
most important challenge and where financial data may have much to 
offer. It may also throw light on why decisions were made not to do 
certain things, the history of rejected courses of action usually leaving 
relatively little archival evidence. Not that simply recording change is 
straightforward. Mathias provides many judicious health warnings on 
the need to approach financial and accounting records with consider- 
able care and technical awareness. Citing the under-exploited work of 
Boswell” on the relationship between the managerial use of accounting 
techniques and the development of organisational structures, Mathias 
highlights the use of accounting as providing independent criteria for 
the managerial allocation of resources within larger, multi-plant, multi- 
product businesses. Such a vital and relatively recent use of accountancy 
is also noted by Fleischman and Tyson in their survey of the use of cost 
accounting during the Industrial Revolution, in which, like many com- 
mentators, they note the irregularity and variety of purpose in the use 
of accountancy over time.” Boyns, examining the South Wales coal 
industry, 1870-1914,” McKinstry in his study of the early Scottish motor 
industry, and Brown in his analysis of the unsuccessful struggle to 
improve the cost control techniques used in Meccano Ltd prior to its 
closure in 1979,7 all variously point up the limited, erratic and patchy 
use of accounting techniques. Amidst the variety, a distinction of sorts 
does emerge between the use of accountancy in a reactive, usually crisis- 
driven manner, and its more occasional positive and forward-looking 
use. That businesses often lacked a keen sense of the profit margins on 
products is perhaps not so surprising, since the persistence of this prob- 
lem seems to be confirmed by even the most slovenly viewing of busi- 
ness studies programmes on television. Hence the familiar case studies 
of firms working at full production without making profits. 


TRE say Ne 
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Whatever the impact of accounting on the management of enter- 
prises, the increased employment of accountants by large Sines 
and companies had a significant impact on the development of the 
accounting profession during the twentieth century. In the nineteenth 
century, Scottish chartered accountants, such as Lindsay, Jamieson & 
Haldane, would draw the bulk of their business from the Scottish landed 
interest,” while in less intensively agricultural areas like Bristol, accoun- 
tancy practices had a larger proportion of manufacturing and trading 
clients, much of whose accounting needs arose from insolvency.”? With 
the development of larger enterprises, accountants were sucked into 
company management, with Matthews arguing that the number of 
accountant directors prior to the inter-war period was more significant 
than previously thought.” Accountancy offered independent criteria 
and measurements for internal resource allocation, specifically useful 
skills during mergers, and seemingly, if at times mistakenly, in the audit 
a means of verifying statements and detecting fraud.*! 

At first glance, Foucault and the UK Accounting Standards Com- 
mittee make unlikely bedfellows, but the fruits of their liaison are 
attractive. In a highly intriguing article by Robson,” Foucault’s ideas on 
governmentality are exploited to untangle the procedures and require- 
ments surrounding company reporting of Research & Development 
activity.” Robson’s concern with the industrial role of the state and the 
development of R&D budgets finds partial echoes in two separate 
studies, by Campbell-Kelly and Usselman, of the R&D programmes of 
computer manufacturers and the state’s procurement and monopsonist 
purchasing activity. Campbell-Kelly’s study of ICL’s high-risk dash 
towards near-bankruptcy in 1981 emphasises the importance and diffi- 
culty for the company of controlling its R&D costs.” ICL’s fixation with 
mainframe computers in the early 1980s was shared by IBM in the early 
1990s, although as Usselman reports, IBM had previously derived con- 
siderable benefit from the rapid development of the computer industry 
during the heyday of the Cold War.” Employing the work of Nelson 
and Winter, Usselman attributes the success of IBM, and the com- 
parative failure of GE and RCA in capturing the defence computer 
market to IBM’s superior ‘organisational capabilities’, in a manner 
similar to that evidenced by Chandler, Elbaum and Lazonick.*’ While 
using Chandler, Nelson and Winter, Usselman, referencing Klepper,” 
leaves the reader to ponder the question of whether ‘given an adequate 
market, do technologies inherently drive institutions to perform certain 
tasks and assume certain forms?’. In Usselman’s view, ‘Nelson and 
Winter, like Chandler, have not escaped this question’.’ Usselman 
reminds business historians that technical innovation and the market are 
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external to the firm, and that ‘even the best theories in business history 
will tell us more about business than about history’. 

Also external to computing and other defence-related firms is govern- 
ment, often the principal purchaser and procurer. The procurement 
of aircraft by British European Airways is examined by Lyth,“ that of 
horses by the army during World War I by Singleton,” and the wider 
effects of the requirements of the armed forces on the application of 
science to manufacturing are discussed by Trebilcock.* Noting the 
‘spin-offs’ of military-sourced research for non-military industry within 
the cluster periods of 1880-1914, 1940-65 and, possibly, the recent ‘Star 
Wars’ period, Trebilcock, like Offer in his discussion of the cost of the 
British Empire,“ questions whether all military expenditure is amenable 
to opportunity cost analysis. Apart from the insurance premiums paid 
for national defence, it is not clear that money raised for one form of 
expenditure, namely defence, would be raised as easily for other expen- 
ditures such as schools and hospitals. 


IV 
MONEY, MARKETS AND CONSUMPTION 


Continuing their important work on the size and characteristics of the 
demand for consumer durables in the twentieth century, Bowden and 
Turner concentrate on the process of diffusion of car ownership in the 
UK inter-war economy.* Of particular interest is their attention to the 
development of hire purchase credit facilities in the inter-war period, the 
ability to pay in instalments being a stronger selling point than price 
reductions in the case of cars.* At different times and with a different set 
of consumption decisions, such as the choice between pas and electric arc 
lighting, Shiman finds British municipal authorities to be more price 
sensitive than their counterparts in America in the 1880s,*’ although 
Goodall provides data indicating a rapid municipal take-up of the alter- 
native incandescent lamps between 1905 and 1914. Bowden and Turner 
may also be interested that Goodall emphasises the promotional activi- 
ties of the gas utilities in hiring rather than selling appliances to 
customers. Among constituent parts of the motor vehicle industry, there 
is a study by Whisler of the niche market occupied by MG and Triumph 
sports cars between 1945 and 1981,” while Beavan points up some of the 
consequences for the car component companies in Coventry of having, in 
turn, to offer credit to the manufacturers from 1902. 

There is much to be made of this interplay between credit, demand 
and the selling of consumer durables, with the study of the provision 
of credit offering considerable insights into the extent of information 
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networks within economies and the interaction between social and 
economic perceptions of risk. Some of these considerations begin to be 
unpicked by Muldrew, both in his general study of credit and com- 
munity relations in early modern England,*! and by Johnson in his 
specific research on the use of courts for debt litigation in seventeenth- 
century King’s Lynn.” Like Muldrew, Johnson exploits the rich legal 
records of the county courts concerning the recovery of small debts, in 
his uncovering of the strong relationship between the variance in the 
number of plaints and specific short-term fluctuations in the labour 
market and labour income. Both Johnson and Pearson are concerned 
in passing with risk assessment within communities.“ Examining the 
impact on the northern England insurance market of the cotton 
merchants’ diversification into fire insurance with the establishment of 
the Manchester Fire & Life Assurance Co. in 1824, Pearson notes the 
extent of collusion within regional markets and the periodic use of 
supposedly risk-related premiums to win market share and strengthen 
the company’s bargaining position with anticipated consequences for 
future premiums. 

One of the interesting features of this work is the light which it sheds 
on the development of a variety of different markets. The earlier con- 
tribution made to the development of markets by the emergence of 
money and the standardisation of weights and measures is examined by 
Jones and Hoppit. The monetarisation of later Anglo-Saxon England 
and the emergence of price-making markets provides the subject for a 
splendid study by Jones,> in which the demanding Vikings emerge as 
early market makers. The contribution made by Sir John Riggs Miller 
in the late eighteenth century to the standardisation of weights and 
measures and thereby to the easing of wider market transactions is 
examined by Hoppit,% while the effect on eighteenth-century interest 

, rates of capital flows from the Netherlands is discussed by Oppers.*’ He 
finds that the cessation of Dutch lending to Britain at the end of the 
1770s contributed significantly to a structural shift in British interest rate 
behaviour around 1780 and made the subsequent government financing 
of its American and Anglo-Dutch wars that much more expensive. The 
relationship between such developments in the eighteenth-century 
London financial market and the domestic real capital market concerns 
Buchinsky and Polak.* As an interesting complement to Pearson’s 
work on insurance markets, they find only a weak relationship between 
the London and regional capital markets, with regional capital markets 
remaining segmented until the second decade of the eighteenth century. 

As well as slowly growing market integration and the spread of credit 
facilities, a further contribution to consumption and economic develop- 
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ment came from the rise in household incomes, often through the paid 
employment of women and children. Arguing that it was the female and 
not the male workforce who made the difference in what are identified 
as new high-productivity industries, such as textiles, Berg argues that, 
while much women’s work was low-waged and exploitative,” where this 
work contributed to a family economy it lifted families above destitu- 
tion. The deleterious effects of industrialisation on those many women 
in England who were pushed out of farm work and who did not get 
factory work is measured in inches by Nicholas and Oxley, the heights 
of women falling, both absolutely and relatively to English men and 
against the control case of Irish women.” By the inter-war period in 
London and York, and in sharp contrast to more recent patterns, Hatton 
and Bailey calculate marriage to have halved the probability of women 
seeking paid employment, irrespective of the presence of dependent 
children.®! Instead, a greater standard of housework, home decoration 
and childcare seems to have been expected. Any appliances which could 
help to meet this expected standard were welcome, especially, to return 
to Bowden and Turner, if they could be bought on hire purchase by sin- 
gle-income households. 


V 
TRUST, INFORMATION AND NETWORKS 


Complementing the recent work of economists like Casson,® there is 
growing interest among business historians in restoring the reputation 
of the maligned family firm and refuting some of Chandler’s broader 
generalisations on the shortcomings of family-owned enterprises. 
Chandler’s assertions were always there to be shot at, but in the rush to 
do so there are signs that other general and underspecified statements 
may be made. Quite what is meant by ‘family’ is not always clear, and 
the distinctions between the development of nuclear and extended fam- 
ilies in different cultures could be examined more closely. In the special 
issue of Business History on ‘Family Capitalism’, the coverage of the 
articles ranges from studies of tiny family firms to Prior and Kirby’s 
study of the relationships between firms within extensive Quaker 
networks.“ The advantages claimed for family firms are, roughly, that 
they provide an organisational network in which the assumed higher 
level of trust between relations helps to reduce transactional costs 
and that, in general, the enterprise benefits from the higher quality of 
information flowing within its organisation. As one generation succeeds 
another, so wider intra-firm networks may arise.© As the organisation 
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grows, so Church argues with reference to the Japanese zaibatsu, family 
ownership and control can be a source of strength.” Essential to the 
organisation and survival of the family firm is a flow of willing and able 
inheritors, and here cultures characterised by the extended family struc- 
ture may enjoy a distinct advantage. As Nenadic records in her study of 
small family firms in Edinburgh, the survival rate of firms drawing on 
the talent of a single nuclear family is low.” Among the possible advan- 
tages of extended family structures are not only wider networks of trust 
and information, but also access to new finance, something which is 
more likely to be a constraint for a nuclear family unwilling to risk losing 
control of the firm by making substantial use of external sources of 
finance. 

While much of this recent work by business historians on networks 
and trust remains essentially empirical, there does seem to be con- 
siderable scope for cross-fertilisation with some of the more recent 
theoretical work on transaction costs, contracts and clan networks. 
Indeed, Spender, Aharoni, Alvesson and Lindkvist all make open pleas 
for help in finding empirical studies which endeavour to link clan con- 
trol and the transactions cost approach, and which identify the human 
behaviour behind strategic theory.® The development of theoretical 
work on the clan form of control and corporate cultures, and, notably, 
Aoki’s work on the nexus of contracts within firms,” might provide a 
useful framework for some of the study of family capitalism, as well 
as accommodating the substantial body of work on trust and risk by 
sociologists and game theorists.” The impact on trust of the frequency 
of transactions is a point long made by Williamson,” and the wider rela- 
tionships between such factors as transactions costs and values and 
organisational development is re-examined by Zajac and Olsen,” and 
clearly applied by Ville in a study of the growth of specialisation in 
English shipowning, 1750-1850.” 

There are also useful comparisons to be made with the attempts by 
non-family firms to generate similar networks of trust. Comparisons 
can be made with Everett and Minkler’s study of labour-managed 
firms which operated in the nineteenth century and more recently at 
Mondragon, Spain,” and also with Ford’s efforts to create a culture 
of male fraternity in his River Rouge complex outside Detroit.” 
Lewchuk’s tale of Ford’s replacing of paternalism with fraternalism in 
a strongly male working environment, contrasts with analyses of those 
most masculine of British workplaces, the mines. As an antidote to 
prejudiced views that coal-miners are inherently strike-happy, 
Zweiniger-Bargielowska’s study of four South Wales collieries from 
the late 1920s until the late 1950s, emphasises the importance of the 
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condition of each colliery, rather than loyalty to a mining community, 
in precipitating industrial strikes and encouraging militancy.” Although 
not employing this useful differentiation between collieries, Wood also 
studies conflict and change in the north-west Derbyshire lead-mining 
industry, c.1600-1700,”" Griffin examines inter-war unemployment in 
the east Midlands coalfields,” and Hilton records the role of John 
Spargo and the Social Democratic Federation during the 1898 South 
Wales coal strike. Just as mining communities formed networks of 
trust and reliance, so too were they faced by networks amongst coal- 
owners. Dintenfass’ examination of the ‘Men of Note in the British Coal 
Industry’ series printed between 1923 and 1929 in the Colliery Guardian, 
the leading journal of the British coal trade, emphasises the shared edu- 
cational background of those from mine-owning families, and the high 
priority set on stability and institutional loyalty.®' These well-educated 
men shared in their institutional loyalty a tendency, also noted by 
Church in ICI, to favour decisions of a conservative nature. With 
strong networks embodying trust and information, established and 
reinforced at school, university, industry and in various clubs, the 
information gained from these networks was often used to resist inno- 
vation in production techniques and marketing strategies. The efficiency 
of the network may have contributed to a wider inefficiency in the use 
of resources. 


VI 


ARCHIVES, COMPUTERS AND REFLECTIONS ON 
TRANSPORT HISTORY 


History and Computing carries a variety of articles on such topics as 
structured query language, third-party use of a machine-readable 
source, and the Municipal Corporations Act of 1835. There is also a 
Special Issue devoted to that boon tool of future undergraduate plagia- 
rists, namely optical scanning.** The annual review of software and 
information technology in the Economic History Review continues to 
set the standard for reviews in this field. Business Archives carries 
articles on topics ranging from the educational use of the Bass archive,™ 
the use of bibliographic software in the manuscripts section of the 
Guildhall Library,” the need for a higher profile for the archive 
service,® and the problems of security in archives.® This last topic is of 
particular relevance to the Barings archivist, John Orbell, who has in in 
his care paintings by such as Reynolds, Gainsborough, Richmond and 
Gunn.” 
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Reflections on the writing of business history, and in particular of 
transport history, are carried in a special fortieth anniversary issue of 
the Journal of Transport History.”' In a series of surveys, the business 
and economic histories of canals, railways, shipping, motor vehicles, and 
air transport are reviewed respectively by Crompton, Gourvish, 
Williams, Barker, and Lyth.” As well as suggesting areas for future 
research, Crompton and Williams also provide reminders of the abid- 
ing value of the work of Ward and Davis,” while Gourvish draws atten- 
tion to a more recent but under-used article by Thompson on American 
railroad product costing.™ 

There was much to enjoy in this sweep of the literature and many 
encouraging signs for the future. Many articles and special issues, 
whether on accountancy or family capitalism, conveyed a sense of 
enthusiasm and interest, and these and other areas did exhibit a grow- 
ing willingness to integrate intellectual concepts with the historical 
evidence. Some of this sense of freshness of thought may be early fall- 
out from the increasing willingness to criticise authorities like Chandler, 
and it may also be encouraged by the growing interest of economists in 
writing and using business history. Whatever the reasons, the results are 
encouraging and bode well for the future. 
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Complexity in Corporate Modelling: 
A Review 


S. CLARKE and A.M. TOBIAS 
University of Birmingham 


For many years large corporations have attempted to develop models 
describing the complex inter-relationship between their financial, mar- 
keting and production activities with a system of mathematical and log- 
ical relationships. These models aid managers with their financial and 
strategic planning by reducing the risks and uncertainties associated 
with decision making. McInnes and Carleton observed that ‘models 
appear principally to be developed to represent and deal with [business] 
complexity, providing an efficient means of formally capturing under- 
standing about the workings of the enterprise, and the calculational 
capability to generate outcome projections from a set of input assump- 
tions’.! This article attempts to discover why the promises and potential 
of integrated corporate modelling were never realised and why spread- 
sheets have failed as an adequate substitute. It also suggests what is 
needed if corporate modelling is to have a future. 


II 


It is possible to trace the development of the economic theory of 
the firm back to the nineteenth century. For instance, David Ricardo 
systematised the rising science of economics and developed the prin- 
ciples of comparative advantage and the law of diminishing returns, 
Augustin Cournot pioneered the application of mathematics to econ- 
omics, and Johann von Thünen developed theories relating the costs of 
commodity transportation to the location of production.? However, 
business theory was not fully developed until the early part of the twen- 
tieth century, when modellers started to investigate specific company 
activities such as production and finance. 

Building on these foundations, many of the early theories of produc- 
tion, exchange, money and capital were developed. For example, 
Harrod pioneered the ideas of economic growth and development, 
Kaldor developed alternative theories of distribution, Walras and Cassel 
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contributed to the evolution of the mathematical principles of com- 
petition, and theories on industrial monopolies and monopolistic 
competition were published by Chamberlin and Robinson.’ In 1939 
Hicks published Value and Capital, which helped resolve the basic 
conflicts between business cycle theory and equilibrium theory.* These 
early years witnessed the formation of many fundamental theories 
which were used widely by public and private interests to determine 
foreign trade, investment policies, and prices. Many of these basic 
principles evolved into general economic theory, and they therefore 
contributed to econometrics and business modelling. 

During the early 1900s a number of economists realised that there 
was a Clear need for a type of model that described an economy’s behav- 
iour, predicting the effects of various decisions made by households, 
businesses or governments. Accordingly, the analysis of the statistics 
and mathematics of economics developed into the science of econo- 
metrics. Modern historians disagree as to who founded econometrics. 
Some argue that Moore’s statistical verification of J.B. Clark’s marginal 
productivity theory of wages was the founding contribution in 1911, 
whilst others prefer to trace its roots back to the pioneering business 
cycles analysis of Jevons in the 1870s.° However, the many early con- 
tributors to the field included Frisch, the Dutch economist Tinbergen 
who built and estimated the first macrodynamic model of a business 
cycle in 1936, and the Norwegian economist Haavelmo who eventually 
integrated statistical probability theory into econometrics.® In 1939, 
Tinbergen developed the first econometric model of the business cycles 
in the US economy. This consisted of 48 equations relating 71 variables 
including exports, imports, building costs and financial stock prices.’ 
It was particularly remarkable considering that computers did not 
become widely available until the 1950s. 

In 1932, the Cowles Commission for Research in Economics had 
been formed to research mathematical applications to economics. One 
of the early areas of study was the investigation and development of 
the system proposed by Keynes in his General Theory.’ This view of the 
economy was popular both during and after the Second World War 
when most Western governments were making formal pledges to under- 
take regular and massive peacetime interventions in their economies so 
as to stabilise unemployment. 

The development of econometrics in the US was stimulated by 
Kuznets, whose pioneering studies of the US national income and his 
more general work on economic time series resulted in some compre- 
hensive studies of the economic growth of nations.’ This continued in 
the 1950s with the construction of further models that simulated the US 


COMPLEXITY IN CORPORATE MODELLING 19 


economy and other countries including the Netherlands and, subse- 
quently, the UK.!° 

The late 1950s saw the formalisation of production scheduling tech- 
niques and the birth of production models. Much of the development 
of the linear programming methodology which solved these allocation 
problems resulted from the formulation of procedures which evolved 
from wartime decision problems. However, the RAND Corporation and 
the Cowles Foundation contributed to the continued development of 
linear programming after the Second World War. Models were built 
to investigate the operation of the factory shop floor and generate 
production schedules, purchase requisitions and inventory reports by 
simulating the allocation of resources during a given planning period." 
By 1959 business modellers had recognised that production scheduling 
problems could be split into three phases: loading (comparing demand 
with factory capacity), scheduling (assigning production orders to 
specific periods), and dispatching (assigning orders to specific machines, 
or groups of machines, at specific times within a given time period).'* 
Further research attempted to refine the theory of stochastic processes 
and develop a stochastic control theory.” 

The 1960s saw significant increases in the availability of computers. 
For the first time, models could be run automatically and this enabled 
modellers to create ever larger and more sophisticated models for a 
whole range of applications, including marketing, inventory, financial 
and corporate modelling. 

The most significant contribution of the 1960s was the introduction of 
financial models. This owed a lot to the clarification of the relationship 
between the criteria of internal rate of return and net present value." 
These models allowed a company to investigate the effects of alterna- 
tive financial policies and assumptions about their external environ- 
ment. ‘What if?’ experiments were used to forecast cash flows and 
to formulate management policies, for example the analysis of new 
ventures and merger-acquisitions. Other applications included tax 
analysis, profit planning and budgeting. These models offered a facility 
for financial projections based on alternative assumptions about sales, 
revenue, materials, costs, and interest rates. These exogenous variables 
corresponded to the outputs of the marketing, production and econo- 
metric models, so financial models were an ideal choice to form the 
engine of the integrated corporate models that followed. Most financial 
models produced a balance sheet, income statement and a sources and 
uses of funds statement. 

In terms of complexity, one of the most advanced models built in 
the early 1960s was the Mattessich Model.'° This was a deterministic 
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simulation which attempted to model the firm in terms of a set of 
conventional accounting identities. Inputs included standard labour 
hours, overhead and operating expense rates, production and sales 
rates, the amount of raw material, and the number of products pro- 
duced. It generated income statements, balance sheets and budgets. 
Also, Naylor described a number of financial planning models, the 
earliest of which was Clarkson’s simulation of the investment decisions 
of a Trust Officer in a bank. Other notable examples were the Hertz 
model, which assisted investment decisions under risk, and the Hillier 
model, which evaluated risk.'® 

The Sun Oil Corporate Financial Model, developed by Gershefski 
between 1965 and 1968 was the first large-scale model ever built; it was 
also an abject failure which was completely abandoned in 1969.7 The 
model was intended to provide management with fast, reliable forecasts 
of the company’s financial performance, based on a variety of condi- 
tions. A total of 23 work years were required to develop it, including 13 
work years to familiarise management with its operation. The total 
elapsed time for developing this monolith was three and a half calendar 
years. The model required 1,500 inputs per year to produce 5,200 
output items which filled 142 pages of print output. The FORTRAN 
IV program consisted of more than 2,000 equations, of which over 
60 were estimated by regression analysis. By the time the model was 
completed some of these relationships were obsolete and Sun Oil had 
amalgamated with another company forming an organisation different 
to that modelled. Even at this early stage models were becoming 
extremely detailed and complex. 

The other major innovation of the decade was the Industrial 
Dynamics approach to modelling the dynamics of a corporate system.'® 
Forrester defined Industrial Dynamics as 


the study of the information-feedback characteristics of industrial 
activity to show how organizational structure, amplification (in 
policies), and time delays (in decisions and actions) interact to 
influence the success of the enterprise. It treats the interactions 
between the flows of information, money, orders, materials, per- 
sonnel, and capital equipment in a company, an industry, or a 
national economy.!? 


Forrester suggested that the dynamic behaviour exhibited by systems 
was determined by the causal loops of interdependence between 
the various variables in them.” Industrial Dynamic models attempted 
to answer ‘what affects what?’. Kumar and Vrat traced the roots 
of Industrial Dynamics back to Norbert Wiener’s pioneering study of 
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cybernetics, first published in 1948, which examined the control and 
regulation of biological, engineering, social and economic systems.”4 
They argued that Forrester had applied the principles of Wiener to 
industrial systems. A special purpose simulation language, DYNAMO, 
was written to support Industrial Dynamics and a set of flow chart 
figures and symbols were developed to aid the compilation of the 
simulation programs.” 

The early applications of Industrial Dynamics included Nord’s study 
of the interaction between new product growth rate and a company’s 
capacity acquisition policy, Packer’s study of resource acquisition in 
corporate growth, and Holland and Gillespie’s simulation of the Indian 
economy.” Other real world applications included investigations of 
the Sprague Electric Company, the shoe, leather and hide industry and 
the textile industry. 

The development of other models relevant to business planning 
continued in parallel. For example, the econometric models of the pre- 
vious decades were increasing in complexity. The most elaborate of 
these was the immense Brookings-SSRC Quarterly Econometric Model 
of the United States, consisting of over 250 equations, 150 behavioural 
equations and 75 mathematical identities; the parameters were esti- 
mated using a bespoke simulation language, ‘Program SIMULATE’.” 
Similarly, the early 1960s saw the introduction of forecasting techniques 
which enabled the development of marketing planning models and 
hence revenue projections. Naylor, and Montgomery and Urban 
described a number of computer models developed to investigate con- 
sumer behaviour and product demand.” These included the Pillsbury 
Company Model, the Anheuser-Busch Model and the Corning Glass 
Model.” Marketing planning models were popular due to their sim- 
plicity, compared to the inherent complexity of econometrics.” 
However, these marketing models had little explanatory power since 
they were based on the historical values of a particular time series only, 
without the benefit of an economic data input, although accurate fore- 
casting was possible over short time periods. 

Other advances included the development of production models and . 
inventory models. Muth and Thompson commented on the necessity of 
including ‘unique features of the firm’s organisation, of the market, of 
plant capabilities’ since ‘industrial scheduling problems differ greatly 
from one firm to another’.~ A popular research topic was the ‘job shop’ 
production system — a queuing model that simulated the random arrival 
of jobs, requiring work to be done in some given sequence, by a set of 
random duration processing facilities.” Inventory models were intro- 
duced to determine raw material Wai quantities, re-order points and 
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production rates to minimise carrying costs, set-up costs and shortage 
costs. 

The 1970s computer revolution introduced interactive computing, 
financial modelling languages for mainframes (such as IFPS, FCS, and 
SYSTEM W) and the first business micro-computers in 1977. Although 
the 1970s and early 1980s were dominated by integrated corporate 
models, there were several other important advances. 

Most financial models developed during the early 1970s were 
designed to power an integrated corporate model. However, two suc- 
cessful independent financial models were developed in this period. 
These were the Boise Cascade Pacific Northwest Investment Planning 
Model, which simulated the effects of timber land purchases and capital 
expenditures on profit, using linear programming techniques, and the 
Dow Chemical Corporate Financial Planning Model, which was a deter- 
ministic accounting simulation.” 

Also, in 1971, Box and Jenkins introduced their econometric fore- 
casting technique.” The mathematics involved may have intimidated 
many model builders, since advanced statistical techniques were 
required, however, computer packages and algorithms were developed 
to simplify the process.» In 1973, Groff investigated the appropriate- 
ness of using Box-Jenkins by comparing the forecasting accuracy of 
simple adaptive forecasting methods with that of the Box-Jenkins 
models. He concluded that ‘the forecasting errors of the Box- 
Jenkins models that were tested are either approximately equal to or 
greater than the errors of the corresponding exponentially smoothed 
models’.** Naylor reported the increase in popularity of econometric 
modelling in his 1980 survey.*’ He estimated that between 750 and 1,000 
US companies were then applying the technique, compared with less 
than 100 in 1970. 

Finally, as Industrial Dynamics methodology gained in popularity it 
became known as ‘System Dynamics’. During the 1970s the applications 
of the technique diversified and a number of sub-techniques were devel- 
oped. The method was applied to corporate planning and used to 
investigate real industrial problems.* 


m 


A common feature of the business models described above was that 
they were created to investigate distinct functional areas. For example, 
marketing specialists produced marketing models, accountants devel- 
oped financial models and engineers constructed production models 
largely without reference to each other. However, management 
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needed models which simulated the dynamic behaviour of the entire 
corporation. Accordingly, business models were integrated to form cor- 
porate planning models. 

The definition of a corporate planning model has varied with the 
scope of its application. For instance, Kingston presented financial 
planning models which were a collection of accounting formulae 
producing pro forma statements for a short planning horizon.” Naylor 
defined computer based planning models which ‘represent an attempt 
to describe the complex interrelationships among a corporation’s 
financial, marketing, and production activities in terms of a system of 
mathematical and logical relationships which have been programmed 
into a computer’ (see Figure 1). Similarly, Grinyer and Wooller 
defined corporate models as ‘sets of related expressions that represent 
the key operations of the company. They vary in sophistication, size, 
range of applications, and so on, but in their most common form 
comprise little more than accounting statements linked in a straight- 
forward way’.*! 

Power’s definition of corporate models included any type of planning 
model, for example, marketing, inventory or accounting, since financial 


FIGURE 1 
TYPICAL STRUCTURE OF A CORPORATE MODEL 
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FIGURE 2 
INTEGRATION OF MANUFACTURING RELATED MODELS 
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and physical modules were often combined to form larger routines.” 
The addition of more modules to the basic three (financial, production 
and marketing), led to the large, extremely complex simulations which 
business planners associated with integrated corporate models (see 
Figure 2). 

The late 1960s and early 1970s witnessed a growth in corporate 
planning, utilising integrated corporate modelling techniques coupled 
with strategy evaluation.® Grinyer and Batt analysed model types in 
terms of several characteristics.“ For example, the prescriptive power 
of a model may have varied from a linear program to a dynamic 
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FIGURE 3 
EXAMPLES OF TYPES OF APPLICATION 
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program.® Similarly, the degree of flexibility may have been low for 
packaged models but high for models comprising suites of sub-models, 
such as those developed for Xerox. Even higher flexibility was 
obtained with planning languages. For example, the FPS language of 
RTZ Consultants or the On Line Decision Inc. corporate simulation 
language, described by Boulden and used by Van Den Berghs and 
Jurgens Ltd. in the UK, provided extremely adaptable modelling 
environments.“ Applications of corporate models have been described 
by Grinyer and Wooller who observed that they ‘may be analysed into 
ad hoc or regular (scheduled), on the one hand, and evaluation of alter- 
natives or control, on the other’ (see Figure 3). Grinyer and Wooller’s 
survey showed that the most popular applications of corporate models 
were for the ‘evaluation of alternatives, on an ad hoc or regular basis’, 
such as financial planning (1-5 years), cash flow analysis and as an aid 
with marketing decisions.” 

Corporate models were categorised according to certain character- 
istics that depended on when and how they were built. Hayes and 
Nolan categorised them as the ‘bottom up’, ‘top down’, and ‘inside 
out’ approaches (see Table 1).® Between 1956 and 1963, the early 
modellers used a ‘bottom up’ method. It was based upon the assump- 
tion that if all the aspects of a firm’s operations were included in. 
full detail, a valid overall representation of the business would result. 
These large programs were written mostly in FORTRAN and assembly 
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language and were usually inflexible due to their complexity and size. 
Although this ‘cast in concrete’ style led to their eventual demise, one 
successful application was the New York Times Model. Developed in 
1974 by Forman, it contained a marketing module, which utilised a set 
of 50 simultaneous non-linear econometric equations to forecast 
demand — in terms of advertising and circulation — and a cost and pro- 
duction module that utilised over 300 equations with 30 exogenous vari- 
ables to estimate revenue, fixed and variable costs, and operating profit. 
Each of the corporation’s divisions were modelled separately and the 
output from each was aggregated to produce consolidated corporate 
financial forecasts (see Figure 4).>! 

After 1963 the ‘top down’ approach evolved. This dealt with highly 
aggregated data at a corporate level and incorporated accounting con- 
ventions to deal with financial flows. User-oriented computer languages 
(such as BASIC and APL) and the introduction of third-generation com- 
puters encouraged the proliferation of corporate modelling. However, 
the task of deriving significant relationships out of massive amounts of 
data was too formidable, and so the ‘top down’ approach failed.” 

The ‘inside out’ approach of the 1970s was characterised by the 
development of simulation languages (such as EXPRESS, SIMPLAN 
and XSIM) which allowed non-technical managers and analysts to 
design and run their own corporate simulation models in an 
English-like programming language. This resulted in more compre- 
hensive and valid models since they were written by those who used 
the results. Grinyer observed that ‘between purely ‘top down’ and 
‘bottom up’ models lie models which, while ‘top down’ in emphasis 
and employing purely accounting logic, extend downward to divisional 
level or lower’. He described these as ‘middle up’ or ‘modular top 
down’ models. 

Naylor categorised integrated corporate models in a different 
manner. He defined a first generation between 1965 and 1973, a second 
between 1974 and 1979, and a third which were to be developed in the 
1980s (see Table 1).* The first generation were essentially financial 
planning models capable of generating pro forma statements. 
Companies such as Dow Chemical, Boeing Aircraft, AT&T, Sun Oil, 
Wells Fargo Bank, Xerox, IBM and Honeywell developed models. 
Naylor observed that the early corporate simulation languages (such 
as PSG, FP-70, FORESIGHT and PROPHIT U), developed in the 
1970s, contributed to the growth of the technique. This first generation 
allowed ‘What if?’ analysis, but had limited marketing and production 
components. 

The second generation, between 1974 and 1979, was characterised by 
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(a) the development of integrated planning models, 

(b) attempts to integrate planning models into the planning process, 

(c) increased attention focused on the human aspect of corporate 
simulation modelling, 

(d) the introduction of a number of very powerful new corporate simu- 
lation languages (EXPRESS, SIMPLAN, XSIM), and 

(e)a substantial increase in the use of econometric models to link 
corporate simulation models to product markets and to the national 
economy.” 


During this period Eli Lilly, Ross Labs, Monsanto, the New York 
Times, Pennzoil and AVCO developed models which integrated their 
finance, production and marketing modules. United Air Lines, Lever 
Brothers, Hercules, Allis-Chalmers, Kraft and Spring Mills all developed 
models for different divisions and then consolidated them into single cor- 
porate models (see Figure 4). Most of the second generation were ‘What 
if?’ models. However, two notable exceptions were the North Carolina 
National Bank, which linked a portfolio optimisation program to its 
integrated bank planning model, and Ross Labs, which included a linear 
optimisation program to minimise production and distribution costs over 
multiple plant locations.*° A compilation of the bottom-up, top-down and 


FIGURE 4 
THE CONSOLIDATION OF A CORPORATE SIMULATION MODEL 
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inside out categories proposed by Hayes and Nolan together with 
Naylor’s generations was presented by Pappas and Remer, who 
combined these two earlier methods of corporate model classification.’ 

Naylor speculated that the third generation of planning models, in the 
1980s, would incorporate aspects of simulation and optimisation.” 
However, he was proved wrong when the growing popularity of other 
types of strategic planning tool led to the demise of integrated corpo- 
rate models. As early as 1973 an examination of several corporations’ 
experiences with corporate planning models had revealed some dis- 
turbing facts. Hall observed that 


in a large number of firms, model development efforts have been 
severely reduced or stopped entirely. Many of the planning models 
which have been developed have not been implemented or are 
used only on infrequent occasions. Finally, most of the planning 
models which are being used are not significantly influencing the 
actual strategy formulation process in the firm.” 


The 1970s had witnessed the development of Analytical Portfolio 
Models, and Optimisation Portfolio Models which provided strategic 
planners with an alternative to integrated corporate modelling. How- 
ever, there was a distinct shift from the model to the modelling process 
as Managers questioned the validity of the forecasting techniques that 
failed to predict the recession of 1973. Inevitably, analytical portfolio 
models became more popular than integrated corporate models during 
the late 1970s. This was due to the inadequacy of the models and to 
human problems in implementation. These inadequacies included: 


(1) complexity of construction 

(2) difficulties with data collection, such as excessive requirements, 
availability, format, and obsolescence 

(3) inertia to changes in company policy and the general economy 

(4) ever increasing size 

(5) poor performance 

(6) inadequate documentation 


These features resulted in their increasing user ‘unfriendliness’. 
Problems in implementation included: 


(1) difficulties with handover from model builders to user managers 
(2) lack of adequate management support 
(3) the ‘de-emphasis’ of planning by new management 


Ang and Chua’s survey into the failure of corporate planning models 
indicated that cost-related items were not regarded as reasons for model 
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failure.” Surprisingly, they also observed that companies used models 
for crisis management or as a training tool, and therefore did not view 
planning as a continuous process. However, corporate planners were 
not surprised when Grinyer and Wooller, in their extensive 1973 UK 
survey, reported a trend away from the monolithic type models to 
smaller models.*' Moreover, rather than modelling all of a company’s 
functions inseparably, a modular approach developed which permitted 
models to be built quickly and relatively cheaply. The failure of the 
Wells Fargo Bank model and the similar problems experienced by 
Xerox were described by Schrieber who quoted the Corporate Director 
of the Boeing Company in the US as saying that, whilst continuing to 
support modelling, he had found it a source of irritation!™ 

Due to these problems the Boston Consulting Group’s (BCG) growth 
share matrix and experience curve became the most popular corporate 
strategic analysis tools.© Similar analytical portfolio models were devel- 
oped by Arthur D. Little, Inc., and McKinsey & Company.“ However, 
management tended to rely too heavily on this technique, or they were 
inclined to misinterpret the results due to an ignorance of its limitations, 
Kiechel noted that if a portfolio did not contain any business with 
significant growth, the growth share idea was useless, and managers 
would be better focusing on efficiency and return. He also commented 
on the BCG terminology which labelled a firm’s business portfolio as 
‘stars’, ‘cash cows’, ‘question marks’ and ‘dogs’. He suggested that 


a balanced portfolio, according to this schema, consisted of a few 
stars shining away, getting ready to be cows; the bovinity throw- 
ing off cash and occasionally dwindling toward dogdom; and the 
promising question marks, in their pursuit of stardom, eating cash 
from the cows. Any money obtained from selling off the kennel 
could be employed to buy or finance question marks!® 


Another popular analysis tool was the PIMS (Profit Impact of Market 
Strategy) Program compiled by the Strategic Planning Institute (SPI) 
which utilised a data base of strategic information on over 2,000 prod- 
uct line businesses. SPI developed a single equation econometric 
model explaining 75 per cent of the variation in return on investment 
among these businesses in terms of 28 ‘profit-influencing’ factors, such 
as market share, quality, investment in R&D and marketing. This 
approach allowed a comparison between similarly sized business units 
and indicated which strategic variables should be changed to enable an 
improvement in performance.” 

Optimisation Portfolio Models were the least popular planning tool 
because many managers experienced difficulties defining the actual 
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problem requiring investigation. Naylor reported that he was unable 
to identify a single firm using optimisation as a strategic planning tool 
in 1981.8 However, the BCG developed a linear programming model 
of a company’s strategic resource allocation, and Hamilton and Moses 
designed a deterministic optimisation model for strategic planning in a 
large diversified company.” This optimisation model used the maximi- 
sation of earnings-per-share as an objective function and it simulated all 
the main financial variables of a corporation, such as financing, operat- 
ing and investment, over a multi-year time period. 

The most famous of the Portfolio Selection Models was the Capital- 
Asset Pricing Model (CAPM) 71. It was first developed by Sharpe and 
Lintner in the 1960s, and was based on the work of Markowitz in 1959.72 
It enabled the financial appraisal of capital investment decisions by iden- 
tifying a risk-adjusted discount rate which was applied to project cash 
flows. Amongst its numerous applications were the valuation of a firm’s 
common stock, capital budgeting, merger and acquisition analysis, and 
the valuation of warrants and convertible securities. A complete trea- 
tise of the technique and its development was given by Naylor and 
Tapon, although this was subsequently criticised by Wernerfelt, and 
Boardman and Carruthers.” 

By the early 1980s, Naylor had started to admit to ‘very serious doubts 
about the viability of planning models for an individual division or busi- 
ness that exceed 50 equations’.“ His experiences in the field of corpo- 
rate modelling had taught him that bigger models were not necessarily 
better models. Ten years previously he had written that the Sun Oil 
Corporate Financial Model, with 2,000 equations, represented ‘a major 
contribution to computer model building in general and to the field of 
finance in particular’. The well-publicised failure of this model actu- 
ally contributed to the demise of integrated corporate modelling as a 
whole. 

Ang and Chua’s survey of 113 firms reported that 27 per cent of these 
companies had planning models that had been abandoned.” The survey 
indicated that most of these discontinued models were rejected during 
their first three years of use. Other planning concepts, such as experi- 
ence curves and the growth share matrix, were overused and misun- 
derstood. Naylor referred to them as ‘planning gimmickry’ and noted 
that they were ‘fraught with potential problems for the naive user who 
does not understand their limitations and the assumption on which they 
are based’.”” Corporate executives were also disillusioned and sceptical 
about the forecasting performance of macro-econometric models. The 
economic recessions of 1974-75 and 1979-80 highlighted the extreme 
inaccuracies of these large models. Toffler questioned the relevance of 
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using historical data to assess the impact of strategic decisions. He 
observed that 


today’s economists are helpless. Input-output tables, econometric 
models — the whole paraphernalia of analysis that economists 
employ, simply do not come to grips with the external forces — 
political, social, and ethical — that will transform economic life in 
the decades before us.” 


The inflexibility, large data requirements, complexity, inaccuracy 
and expense of modelling had led to the decline in the technique’s 
popularity. A new, easy to use method of business modelling was 
urgently needed. 


IV 


The introduction of Visicalc in 1978 heralded the onset of the spread- 
sheet revolution. The rise in popularity of spreadsheet modelling to sup- 
port decision making resulted in its acceptance as a financial modelling 
tool.” Financial modelling became more popular than integrating mod- 
ules into a giant corporate model. This was due to the inflexibility of the 
integrated models and the problems encountered with the collection of 
historical data. Although records concerning production capacities or a 
competitor’s market share, for instance, would rarely be kept by a com- 
pany, the legal requirement to provide yearly audited accounts forced 
businesses to compile and record their financial situations on a regular 
basis and this provided the data bases for the financial models. The flex- 
ibility of spreadsheets and their ease of use led to a reduction in the 
dependency of managers on other professionals and consultants. Much 
of the development of spreadsheet modelling has been reported by 
Jackson in her brief history of financial modelling (see Table 1).®! 
Jackson indicated that the earlier adaptation of spreadsheets to PCs, 
rather than that of the financial modelling languages (early 1980s com- 
pared to mid-1980s), allowed spreadsheets to become established as the 
most widely used financial modelling tool. The Accountants Digest pub- 
lished a ‘Spreadsheet Modelling Best Practice’ which detailed the stages 
of spreadsheet model construction, cash flow models were detailed by 
Kyd, investment appraisal techniques were fully described by Bridge, 
risk analysis and discounted cash flow methods were presented by 
Schlosser, and Benninga and Pfaff presented finance theory based, pro 
forma models.” Cragg and King explained that ‘spreadsheets were seen 
as flexible and able to help in a wide range of tasks and ... they were 
seen as “appropriate” in providing systems which are visually appealing 
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and match the way managers think’. Spreadsheets were the coup de 
grace of the integrated corporate model. However, Finlay suggested that 
‘the simplicity of spreadsheets is their greatest strength’ although they 
were ‘barely adequate for sophisticated modelling’ since they gave 
‘insufficient help with data input’ and were ‘weak in dealing with 
complex data structures’ restricting ‘their successful use in handling 
corporate modelling issues’.” 

The advantages of spreadsheets enabled most managers, with a basic 
knowledge of PCs and spreadsheet software, to construct models of 
their business. Unfortunately, spreadsheet models still required the 
establishment of the sets of dynamic equations that defined the 
company, and many managers used these models without proper 
validation. It was mevitable that this DIY approach resulted in a 
number of erroneous simulations. 

Berry and McLintock’s survey of financial accountants highlighted 
the confusion between the verification and validation of a model.® 
It was surprising that these basic proofs of model adequacy were so 
misunderstood by what Grinyer described as a ‘dominant’ category 
of model builder and this calls into question the validity of many 
financial modelling exercises.” 

Estimates of the percentage of spreadsheets containing errors such as 
incorrect ranges, omitted factors, data input errors, erroneous formulae 
and incorrect use of functions, ranged from 20 per cent to 40 per cent.®’ 
This indicates that an increasing number of business decisions were 
based on the output from an incorrectly formulated model. Spread- 
sheets were not the panacea most modellers hoped for. 


V 


Several surveys of corporate modelling have been conducted over the 
last 20 years. Although different sample sizes and populations inhibit 
the pooling of the survey findings, their results indicate the changes in 
its popularity over the last two decades. 

The first survey of US companies was conducted by Gershefski in 
1969 to investigate the history and establish the influence of corporate 
models. The response to his questionnaire identified only 63 businesses 
(20 per cent of respondents) using the technique. Although he estab- 
lished that the first corporate model was constructed in 1959, he noted 
that the technique only became popular in 1966, when 13 companies 
developed their first models. Naylor and Schauland conducted a 
mailed survey in 1974 of nearly 2,000 corporations.® The questionnaire 
identified 250 companies (73 per cent of respondents) that either used 
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TABLE 2 
RESULTS OF SURVEYS OF THE USE OF US CORPORATE PLANNING 
MODELS 
Author Sample size Companies using Date 
(responses) developing models of survey 
Gershefski 323 (17%) 63 (20%) 1969 
Naylor and Schauland 346 (19%) 250 (73%) 1974 
McLean and Neale 410 (33%) 245 (60%) 1980 
Brightman and Harris 237 (25%) 126 (53%) (Note 91) 
Klein 204 (34%) 175 (86%) 1981 


Source: J.K. Shim and R. McGlade, ‘The use of Corporate Planning Models: Past, Present 
and Future’, Journal of the Operational Research Society Vol.35 (1984), p.886. 


or were developing a corporate model, while only 12 per cent of the 
respondents had no such plans. Naylor and Schauland also indicated 
that 2,000 corporations in the US, Canada and Europe were using, 
developing or planning to develop, some form of model. The five years 
since Gershefski’s survey had witnessed a dramatic growth in the 
popularity of the method. In 1980, McLean and Neale’s survey of over 
1,200 large, mainstream US businesses established the continuing 
popularity of computer-based planning models.” While 245 companies 
(60 per cent of respondents) used the method, most (85 per cent) 
applied it to financial planning and only 60 per cent employed it for 
general corporate planning. The survey by Brightman and Harris, 
distributed to 950 planning department managers who were clients of 
major accounting software vendors, indicated a dramatic reduction in 
the use of planning models.” By comparison, Klein’s questionnaire was 
issued to the US’s largest 500 industrial firms, 50 utilities and 50 trans- 
portation companies, and highlighted the popularity of ‘computer based 
financial modeling systems’. Although the difference in populations 
prevented the direct comparison of these two studies, the large varia- 
tion was especially surprising due to the bias of Brightman and Harris’ 
survey of existing financial software users. 

Changes in the use of corporate planning models were reflected by 
similar trends in the use of simulation modelling. A 1985 survey 
attempted to measure the use of simulation modelling to support deci- 
sion making in the US Fortune 500 companies.” Since it replicated a 
1975 survey, comparisons of the use of simulation for strategic decision 
support at the corporate level could be drawn.™ The results indicated a 
decline in the application of the technique, from 79 per cent of respon- 
dents in 1975 to 70 per cent in 1985. 
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Corporate modelling had also become popular in the UK. The most 
comprehensive survey of UK corporate modelling was conducted by 
Grinyer and Wooller in 1973.” A total of 65 companies completed 
detailed questionnaires concerning their modelling activities and a 
further 100 companies, drawn at random from ‘The Times 1,000’, 
answered a telephone survey which was designed to check for bias in 
the main study. Although the earliest models were developed in 1963, 
the main survey suggested that there was a more rapid growth after 
1970, probably due to the increased availability of computer modelling 
systems. The telephone survey revealed that only nine per cent of the 
sample had developed a corporate model. 

Three years later, Higgins and Finn’s postal survey of ‘The Times 
1,000’ highlighted the growth in corporate modelling between 1973 and 
1976. They found that 38 per cent of the survey companies were found 
to have a corporate model and 60 per cent were found to have either a 
financial model or a corporate model. A further 13 per cent of the 
companies were found to be developing a corporate model. However, 
the most significant finding was that companies were confusing corpo- 
rate models with financial models since ‘with the present day trends 
towards simple corporate models . . . a great deal of overlap may exist 
between corporate models and financial models’. So, although many 
modellers claim to be modelling the corporate entity, they may only be 
building simple financial models. Therefore, the validity of some of 
these surveys of ‘corporate modelling’ is questionable. 


VI 


Attempts by modellers to simulate the entire corporation have been 
largely abandoned. Corporate models were huge, complex monoliths 
requiring vast amounts of data. Other methods, such as optimisation and 
analytical portfolio models, are not as popular as in the 1970s and 1980s, 
and a general ignorance of modelling techniques has resulted in a large 
number of erroneous spreadsheet models. Managements have no simple 
means of constructing detailed models of corporations. 

Simple financial modelling and systems dynamics modelling remain 
popular. In the past, corporate models comprised equations that repre- 
sented both definitional relationships (mathematical and accounting 
definitions) and behavioural relationships (hypotheses or theories 
describing an organisation’s behaviour). ‘From this dichotomy two 
streams of development of corporate modelling can be traced which 
are different in emphasis rather than in kind.” Current models reflect 
this dichotomy. They either rely on definitional relationships with a 
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financial orientation, for example spreadsheets and financial modelling 
systems, or are models which consist mainly of behavioural relation- 
ships, typically developed using system dynamics software. However, 
corporations have both financial and behavioural features which are 
inextricably interrelated, so models addressing only one of these issues 
are necessarily limited. 

In addition to such intrinsic limitations, modeliers have not satisfac- 
torily solved further problems associated with data, model construction, 
validation and complexity. Firstly, even simple financial models require 
vast amounts of reliable and accurate data. When successful, they tend 
to fuel a demand for more models which themselves require even more 
data. Next, formulating the definitional relationships required is beyond 
the abilities of many practitioners; after all, these relationships are far 
from obvious. Thirdly, the process of validation is rarely understood and 
performed hardly ever. If models are to be credible, proper validation 
is mandatory and appropriate procedures need to be developed. Lastly, 
model builders typically strive to reduce complexity by building increas- 
ingly elementary simulations of their business, often resulting in over- 
simplification. What is needed urgently is a methodology of model 
building which addresses directly the relationships between the level of 
detail employed and resulting accuracy. 

If corporate modelling is to advance then the problems above will 
have to be addressed. Modellers need to understand how their models 
fit into the corporate strategic planning process. Models can play a vital 
role by supporting complex business decision making and forecasting 
business performance in the market. Clearly, it is therefore crucial 
that results are accurate, and that their limitations are understood; but 
models also need to be simple and transparent so that their implications 
are clear. Accordingly, model builders are inclined towards modularity, 
and they build specific models which answer specific questions. However 
laudable, there is a danger of over-simplification and end users losing 
confidence in the results. Again, a robust methodology of simplification 
is required. 

However, the days of the integrated corporate model, which 
simulated the complete business, may not yet be gone forever. Two new 
technologies promise a revival. Neural networks have already been 
applied to financial models and would appear appropriate to pro- 
duction, marketing and integrated corporate models.% They will 
revolutionise the modelling process by removing the necessity to 
formulate any definitional relationships, managing the characteristic 
non-linearity of these business systems, and by their inherent robustness 
to poor quality input data. Corporate models have been haunted by 
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their inability to predict recessions and other catastrophic market 
fluctuations. However, advances in chaos theory and its application 
to non-linear systems which have a predisposition for disorder, com- 
plexity and unpredictability, such as financial markets, will inevitably 
increase the accuracy of corporate model predictions. For example, 
Savit applied chaos theory to a number of financial and economic data 
series and was ‘able to ascertain systematically some of the determin- 
istic structure of the underlying process and, in some examples make 
relatively accurate predictions of the next term in a time series’.” 
Application of these two new technologies, neural networks and chaos 
theory, may renew the popularity of integrated corporate modelling by 
simplifying the model building process and dramatically increasing their 
performance. 

Although simple financial corporate models have had and will con- 
tinue to have their uses, managers will soon be able to integrate their 
production, marketing and financial models effortlessly; this will enable 
the simulation of the total enterprise. As Senge observed, ‘systems have 
integrity. Their character depends on the whole. The same is true for 
organizations; to understand the most challenging managerial issues 
requires seeing the whole system that generates the issues’. '® 
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British Exports to Colonial 
North America and the 
Mercantilist Fallacy 


S.D. SMITH 
University of York 


Over the first three-quarters of the eighteenth century, the domestic 
export trade to British Colonial America demonstrated a remarkable 
rise to prominence, as indicated in Table 1. O’Brien and Engerman have 
estimated that the colonies absorbed up to 40 per cent of incremental 
industrial production between 1697 and 1760, thus boosting non- 
agricultural employment.' Moreover, in the case of rapidly growing 
sectors of industry such as wool, iron and cotton, it is recognised that 
the export trade to Colonial America accounted for both a substantial 
proportion of total exports and a large absolute share of total output. 
To date, however, quantification of the significance of American mar- 
kets during the eighteenth century has been essentially descriptive in 
approach. Specifically, the issue of trade dependence has not been 
adequately addressed. 

A simple, ‘literal’ reading of data describing the magnitude and 
growth of colonial commerce is inadequate and runs the grave risk of 
repeating what have retrospectively come to be termed ‘mercantilist’ 
principles of trade. The feature of mercantilism of greatest relevance to 
the present discussion is the doctrine of static markets and the juxtapo- 
sition of dynamic colonial markets with stagnant or slow growing 
European branches of the national export trade.” 

Belief in static markets led to the conceptualisation of internal and 
international trade as a zero sum game. Through prudent external 
exchanges a given country might increase its share of the slow growing, 
accumulated wealth stock of all nations in the same way that individu- 
als might prosper within a national economy suffering from stagnation. 
The modern term describing such a set of exchanges, ‘zero sum game’, 
is much less anachronistic than might be thought and is strongly sug- 
gested by these comments of Henry Martin’s: 


One man may raise himself a very great estate, but it is out of 
another man’s expenses ... the riches of the kingdom are not in- 
creased, there is not one shilling more in the whole kingdom ... 
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TABLE 1 


DOMESTIC MANUFACTURED EXPORTS FROM ENGLAND AND WALES, 
1700~1770 


Wool % Share Domestic % Share Domestic % Share 
Textiles N America Exports (A) N. America Exports (B) N. America 


(1) (2) (3) (4) (5) (6) 


1700 2,4143 04 960.1 17 828.0 20 
1710 3,212.3 02 888.2 15 748.5 18 
1720 3,077.8 03 1,243.2 14 1,034.9 17 
1730 3,218.7 04 1,438.5 15 1,171.0 18 
1740 3,535.9 05 1,917.2 17 1,540.0 21 
1750 3,920.7 08 3,136.5 16 2,576.8 20 
1760 4,129.0 12 4,394.2 22 3,761.1 26 
1770 4,342.7 16 5,469.6 22 4,367.7 28 


Notes: (1) Woollen and worsted exports at official (1709) values; £000. 
(2) Percentage share of (1) taken by the Continental Colonies. 
(3) Domestic exports exclusive of wool textiles and cereals; £000. 
(4) Percentage share of (3) taken by the Continental Colonies. 
(5) Domestic exports exclusive of wool textiles, cereals, coal, iron ore and 
unwrought steel. 
(6) Percentage share of (5) taken by the Continental Colonies. 


Sources: B.R. Mitchell, British Historical Statistics (Cambridge, 1988), external trade, 
series 8A; PRO Customs 3. The original source cited by Mitchell for his series of wool 
textile exports is the pamphlet The Propriety of Allowing a Qualified Exportation of Wool 
(London, 1782), attributed to Sur Joseph Banks. It now appears that this tract was com- 
posed by George Chalmers, although Chalmers incorporated material collected by Banks. 
See H.B. Carter (ed.), The Sheep and Wool Correspondence of Sir Joseph Banks, 
1781-1820 (New South Wales, 1979), Chalmers to Banks, 18 Dec. 1781, p. 48. 


It is just the same as if 4 or 5 men were to come into a room every 
one with his hundred pound and fall to gaming till the whole 
comes into one hand; there would not be a single shilling more in 
the room.? 


The concept of static market conditions was evoked by a diverse array 
of writers over a long period. For example, in the early seventeenth 
century Sir Francis Bacon drew on the belief that the volume of trade 
within Europe was virtually static in the short run to argue that ‘the 
increase of any estate must be upon the foreigner (for whatsoever is 
somewhere gotton is somewhere lost)’. Much the same sentiments were 
repeated at the close of the seventeenth century when a parliamentary 
committee appointed to enquire into the state of trade concluded that 
‘no addition can be made by trade but what is gained by foreigners 
and foreign countries’.* In consequence it was natural for the earliest 
proponents of colonies to include the argument that colonies would 
provide a future extra-European ‘vent’ for manufactures.’ However, 
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it was not until the early decades of the eighteenth century that the 
importance of colonies as markets was elevated to a prime considera- 
tion of commercial policy. Daniel Defoe’s A Plan of the English 
Commerce (1728) reflects the changing status of colonial markets in the 
eyes of contemporary commentators. 

In A Plan of the English Commerce, Defoe provides an explicit account 
of the value of the colonial connection founded on the principle of static 
markets. Defoe reminds his readers how Britain’s colonial possessions 
were initially regarded as ‘meer Leavings’, practically useless and seem- 
ingly little more than ‘the Fag end of the Discovery’ and ‘the Refuse part’ 
of Spanish and Portuguese exploration and conquest. Yet out of ‘a narrow 
Strip of Land upon the sea coast’, Defoe observes how a much greater 
amount of wealth was generated ‘than all the Mines of New Spain’.’ 
Defoe explains how England’s colonies produce wealth by extending the 
range of useful employment that can be undertaken on both sides of the 
Atlantic. Above all, he argues, colonies prove their value through a capa- 
city to generate demand for the products of Britain’s manufacturing 
industries. Thus, according to Defoe, the ideal of commerce consists of 
‘the finding out some Market for the Sale or Vent of Merchandise, where 
there was no Sale or Vent for those goods before’. Only the American 
branches of trade satisfy this condition. The notion of ‘an ideal’ of 
commerce reflects Defoe’s belief that the markets of the Old World were 
constrained to grow slowly owing to the slow growth of populations and 
incomes limited by the availability of improved land. Colonisation is 
viewed as an ideal because it breaks this constraint. 

Without presenting as much detail as Defoe, many other writers 
stressed the general advantages of colonies in terms of employment cre- 
ation.’ It was also recognised by colonial advocates that colonies could 
increase the attractiveness of adopting protectionist measures by pro- 
viding an outlet for import-substituting sectors and by short-circuiting 
retaliatory tariffs. As an ‘American Farmer’ put it in 1775, 


The mother country has the power of introducing her own fabrics 
as cheap as she pleases and under whatever advantages and boun- 
ties or premiums she likes to grant; which she can do in her expor- 
tation of them to no other market. Elsewhere they meet with 
duties on importation, and perhaps prohibitions; but in America 
the manufactories of Britain are sold openly in every market with- 
out duty or clog.!° 


The notion that a coherent set of mercantilist theories ever existed 
has been criticised as strongly as individual mercantilist articles of 
faith.!! Certainly, no writer advanced all the arguments outlined in this 
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brief survey. Davenant, for example, opposed colonisation by deriving 
from the principle of static markets the proposition that the greatest 
market share fell to the nation with the cheapest labour costs. 
Therefore, Davenant advised that it was better to keep a large popula- 
tion at home to maintain downward pressure on wages rather than to 
encourage further colonial settlements.’ In contrast, John Cary, writing 
contemporaneously, believed that a policy of promoting colonial trade 
by means of favourable rates of taxation could be combined with the 
use of incentives to encourage labourers on parish relief to work 
harder.'> For writers to reach such differing conclusions in response to 
the same general set of assumptions clearly indicates the degree te 
which mercantilism was an essentially normative set of ideas, reflecting 
the personal views of a diverse array of contributors. 

Despite the existence of many critiques of mercantilism, standard 
historical treatments of the rise of the colonial markets still bear what 
can only be described as a mercantilist tincture. Coleman, a noted 
authority on mercantilism, links the growth of colonial markets with the 
expansion of trade as a whole, hailing the growth of North American 
trade as marking the emergence of Defoe’s true ‘new market’ for 
English manufactures.'* Other scholars argue that without colonial mar- 
kets exports of wool textiles over the eighteenth century would have 
been very much reduced,» or else voice doubts over the ability of 
Britain to export non-woollen manufactures to non-protected markets 
prior to 1776.16 The unstated assumption common to all of these inter- 
pretations of colonial trade is that the performance of the European and 
American branches of Britain’s export trade were functionally unrelated 
to one another. That is, in the absence of colonial markets income from 
exporting would have been less. Farnie puts the argument most explic- 
itly by agreeing with Adam Smith that the ‘Americanisation’ of English 
trade resulted in an ‘eventual over-dependence’ on the colonies.” 


sat 


The ‘mercantilist’ view of colonial markets can be contrasted with an 
alternative view of trade associated with Donald McCloskey. Accord- 
ing to McCloskey, it is the manufacture of a product that provides 
employment within an economy, with the point of final consumption 
largely a triviality. Indeed, McCloskey regards the confusion of match- 
ing particular buyers and sellers as the perpetuation of a geographical 
or mercantilist fallacy.'® His argument rests on the self-evident fact that 
in a perfect market efficient producers are able to sell large quantities 
of cloth profitably at the prevailing world price; that they sell in a 
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particular market is, in consequence, a matter of convenience rather 
than necessity. The axiom on which such a view is grounded is that in 
one market there is one price.) 

McCloskey’s model of trade makes the following assumptions. He 
assumes that eighteenth-century overseas commerce was competitive, 
that British merchants exported domestic commodities that they were 
able to sell profitably at exogeneously determined world prices, that 
transport costs are zero, and that the export industry was competitive, 
consisting of small firms. Under such circumstances, McCloskey asserts 
that it is fallacious to equate the growth of exports with the expan- 
sion of a single market. It cannot be denied that a large proportion 
of exports were sold in American markets, but the model indicates 
that this could simply reflect the fact that the colonies constituted a 
‘preferred’ sales outlet for quite minor reasons. It is also the case that 
exports to North America grew faster than exports dispatched to any 
other market between 1700 and 1776, but the model suggests that 
increasing exports may be indicative of an improved capacity to sell 
profitably at the prevailing world price rather than growing depen- 
dence on colonial demand. Finally, it is a fact that the navigation acts 
granted Britain a national monopoly of supply to the expanding 
colonies, but the McCloskey model’s insistence that Britain’s export 
industry consisted of small firms rather than a national ‘super firm’ 
implies that the appropriation of super-normal returns from colonial 
trade was impossible.” 

There are some obvious ripostes to this anti-mercantilist view of colo- 
nial markets and McCloskey would probably be the first to acknowl- 
edge them. The existence of tariffs and prohibitions within 
eighteenth-century Europe undermines competitive assumptions. If the 
value of colonial demand lay in developing infant industries, a model of 
significance constructed on the law of one price may not be particularly 
relevant in appraising the worth of the colonies. However, the 
McCloskey model is too interesting to merit instant dismissal and a 
more generous critique of it raises important issues for the study of 
British overseas trade. The following analysis focuses primarily on wool 
textile exports on the grounds that the assumption that manufacturers 
were able to export large quantities of textiles profitably at the prevail- 
ing world price is most applicable to this sector. 

Figure 1 depicts a static model of the distribution of two types of 
wool textile between two markets. With available resources Britain 
can produce OT of wool textiles. Supply is thus fixed, and we may 
write S = f(P). In the ‘world’, or ‘European’, market British goods 
form a small enough component of total supply for exporters to face 
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a perfectly elastic demand curve at price P*. In contrast, exporters face 
a downward sloping colonial demand curve. The law of one price states 
that in equilibrium Pc = Pw = P*; hence output = S(P*). With zero 
transport costs, firms making up the export industry distribute exports 
until average revenue is equalised across both markets: ARc = ARw 
= P* (MRw = ARw). In equilibrium OQc is sold in America and OQw 
in Europe.”! In Figure 1, a demand shock in the colonies has no effect 
on total revenue earned from exporting. The explanation for this may 
be found in the SW quadrant: the model implicitly assumes that wool 
textile goods are completely homogenous and perfectly substitutable. 
That is, OT = OT’. 

When discussing colonial trade in Wealth of Nations, Adam Smith 
claimed that goods best suited for distant sale in the Americas were not 
also suited to European markets. According to him: 


Our manufactures for foreign sale, instead of having been suited 
as before the act of navigation, to the neighbouring markets of 
Europe, or to the more distant one of countries which lie round 
the Mediterranean sea, have, the greater part of them, been 


FIGURE 1 
PERFECT SUBSTITUTION BETWEEN MARKETS 
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accommodated to the still more distant one of the colonies, to the 
one in which they have the monopoly, rather to that in which they 
have many competitors.” 


It is an easy task to show that wool textile exports consisted of non- 
homogeneous products. Table 2 reveals how the share of exports held 
by the colonial market varied according to commodity type. Moreover, 
Table 3 indicates how the values placed on wool textile products by cus- 
toms officials in 1709, based on market prices, varied substantially 
according to the market destination of what were nominally the same 
product lines. Even if identical fabrics had been sold in both colonial 
and European outlets, exporting to North America frequently required 
investment in a specific retail stores network and involved the sale of a 
different bundle of products and services than was the case in European 
trade.” Since it is clear that textiles dispatched to the colonies differed 
materially from textiles exported to European markets, it is necessary 
to ask what the implications of this distinction are for the model under 
consideration. 

In Figure 2, the export industry once again has a fixed amount of 
resources, but producers now face a choice between manufacturing OT 
of wool textiles suited to the colonial market, OT’ of textiles suited to 
European consumption, or any combination of the two lying along the 
new transformation curve TT’. The curve TT’ has been drawn in such 
a way that for a unit of aggregate input, Z, more units of textiles suited 
to colonial consumption may be manufactured. The actual quantities of 
each type of wool textile produced is determined by the price that may 
be got for each type of wool textile in the two markets. Producing OT” 
of wool textiles for sale in America at Pc now generates a revenue of 
OT’.Pc. Similarly, OT generates a European revenue of OT.P*. The 
export industry earns more revenue by producing wool textiles for sale 
in both markets than it does by concentrating exclusively on either 
European or colonial sales. In Figure 2 there is an optimum level of 
export distribution, based on price discrimination by a monopolist sup- 
plier equating marginal revenue between the two markets. However, the 
monopoly solution cannot be realised in practice provided the trade 
remains competitive.“ Irrespective of whether Britain optimises rev- 
enue or not, a shift in colonial demand (from Dc to Dc’) reduces total 
revenue from exporting because colonial and European wool textiles 
are no longer perfect substitutes. Similarly, an outwards shift in the colo- 
nial demand curve will always raise revenue from exporting until 
resources are fully employed producing wool textiles for the American 
market. 
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TABLE 2 


PROPORTION OF SELECTED WOOL TEXTILES EXPORTED TO THE THIRTEEN 
CONTINENTAL COLONIES, 1749-31 AND 1772-74 


Product 1749-51 1772-74 





(%) (%) 
Double bays 2.2 15.7 
Minikin bays 17.4 82.7 
Single bays 3.3 7.5 
Long cloth 3.1 13.7 
Remnants cloth 8.9 15.3 
Short cloth 24.9 23.7 
Spanish cloth 20.9 36.3 
'Kendal cottons 49.9 34.4 
Welch plains 79.9 10.9 
Flannel 12.6 39.9 
Frize 14.5 51.3 
Kersey 10.5 13.3 
Perpets & serge 0.5 0.7 
Men’s woollen stockings 8.2 54.7 
Men’s worsted stockings 121 78.8 
Stuffs 9.7 18.9 
Stuffs with incle & silk 6.2 39.1 
Stuffs with grogham 16.9 19.3 
Beaver & castor hats* 12.4 51.8 
Felt hats* 63.2 49.6 
% Share: Weighted Average 9.2 20.9 
% Share by 1709 Values 73 17.9 
% Share of all Wool Textiles, 1709 Values 9.6 18.3 
Notes and Sources: 


Calculated from PRO Customs 3 and E.B. Schumpeter, English Overseas Trade Statistics 
(Oxford, 1960), tables xiii, xiv. Rows 1-21 are derived from physical quantities exported; 
row 22 weights using Schumpeter’s 1702 valuations; row 23 weights using the 1709 
reformed official valuations. 


* Eighteenth-century officials designated hats as ‘woollens’ in the customs accounts, 
although English raw wool was combined with imported fur skins in their manufacture in 
roughly the same proportion. M.G. Lawson, Fur: A Study in English Mercaniilism, 
1700-1775 (Toronto, 1943) p. 11; S. Lambert (ed.), House of Commons Sessional Papers 


of the Eighteenth Century, Vol. 19, 1742-60 (London, 1975), ‘Report upon the Petitions 
relating to the Manufacture of Hats (1752)’; F.M. Giles, ‘The Felt-Hatting Industry, 
c.1500-1850 with particular reference to Lancashire and Cheshire’, Transactions of the 
Lancashire and Cheshire Antiquarian Soctety, Vol. 69 (1959), p. 114. 


The result suggested by Figure 2 evidently depends on the chosen 
shape of the transformation curve, TI’. If for a unit of aggregate input, 
Z, more units of wool textiles suited to European consumption could 
be produced, then the conclusion that colonial trade boosted export 
revenue will no longer stand. Adam Smith suggests that the 
Americanisation of British trade resulted in the perverse situation of 
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TABLE 3 


RATIO OF 1709 TO 1702 WOOL TEXTILE OFFICIAL VALUES 
FOR SELECTED MARKETS 


(1) (2) (3) (4) (5) 


Product Colonies! Chesapeake Holland Germany Portugal 
Double bays 0.83 0.83 0.74 0.83 1.29 
Minikin bays 0.82 0.79 0.83 0.89 0.96 
Single bays 0.61 0.51 0.85 0.54 na 
Long cloth 0.74 0.50 0.71 0.93 0.95 
Short doth 0.92 0.64 1.00 0.84 1.20 
Spanish cloth 0.25 0.17 0.55 0.62 0.34 
Flannel 0.72 0.88 1.25 1.25 1.25 
Frize 0.59 0.59 0.88 0.76 0.79 
Beaver hats 2.00 1.75 na 225 3.00 
Felt hats 0.56 0.60 na 0.55 0.95 
Carolina hats 1.88 1.88 na na na 
Kendall cottons 2.95 2.72 3.07 na 3.07 
Kersey 0.87 0.82 0.85 0.89 0.94 
Northern doz single na 0.31 0.62 0.62 na 
Northern doz double na 0.31 0.62 0.62 0.40 
& serge 0.93 0.81 0.89 0.83 0.81 
Men’s worsted 
stockings 1.07 1.10 1.05 na na 
Child’s wool stocking 1.0 1.06 1.00 na na 
Women’s worsted 
stockings na 0.75 na 0.73 na 
Stuffs 0.59 0.59 0.82 0.82 0.91 
Stuffs, silk 0.50 0.64 0.95 0.95 1.02 
Welch plains 2.60 2.00 na na na 
Sterling exchange 0.97 0.94? 0.91 0.94 0.99 
Chi-squared test 
Without With 
Adjustment Adjustment n df p 
All columns 90.34 eee 55 40 0.1 
Excluding (2) 69,28 71.75 44 30 0.1 
Excluding (1) & (2) 34.53 35.65 33 20) 5.0 





Notes: 1. Excluding Jamaica and the 
2. Trade-weighted average of New England, New York and Pennsylvania. 


3. Virginia. 
Source: PRO, Customs 3. 


Britain exporting a wide range of manufactured commodities and 
importing a narrow range of staple produce. By seeking to meet all of 
the colonists’ needs by a national monopoly of supply under the navi- 
gation acts, Adam Smith argued that Britain forfeited the benefits of 
specialisation and became a less efficient producer of manufactures as 
a result.> The model’s findings indicate that in order to evaluate the 
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significance of colonial markets it is necessary to discover through 
empirical work firstly how substitutable factors of production were 
between producing for colonial and European demand. Secondly, the 
effects of specialisation in meeting colonial demand on national com- 
petitiveness must be assessed and, therefore, a judgement made on the 
shape of the TT curve. 


HI 


A rare empirical opportunity of observing the ease with which goods 
were substitutable between export markets is provided by the War for 
American Independence (1776-83). Unfortunately, this evidential battle- 
ground is both fragmentary and equivocal. Wool textile exports 
experienced decline between 1776 and 1783,” but it must be empha- 
sised that the war developed into a major European conflict hindering 
more than simply colonial trade. If substitutability between markets 
was a serious problem one would expect to find evidence that the out- 
put and price of woollen and worsted manufactures fell also, reflecting 
the fact that redirection to an alternative market (in this case the home 
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market) was not costless. Yet the amount of Yorkshire broad and nar- 
row cloth recorded as being stamped for sale actually increased by 9.5 
per cent and 6.2 per cent, respectively, if the period 1776-83 is com- 
pared with that of 1770-75. Nor does demographic data suggest that 
parishes with substantial involvement in wool textile manufactures, 
such as Dewsbury, Guiseley and Calverley, experienced any great 
wartime setback in nuptuality.” However, both the West Yorkshire 
output series and raw wool price series include years of pronounced 
decline during the war and outside of the West Yorkshire region adjust- 
ment to the temporary loss of markets was more difficult. Once Spain 
entered the war Suffolk wool prices, like those of Lincoln long, imme- 
diately fell in Norwich, and although falling corn prices helped post- 
pone the worst effects of recession until the early 1780s, a subsequent 
rise in poor relief levels suggests that Norwich clothiers were severely 
inconvenienced by a shortfall in exports.” 

In reconciling the experiences of Yorkshire and Norwich, it must be 
emphasised that the war did not destroy the export trade to continen- 
tal North America entirely. New York and Virginia were occupied by 
British troops for long periods of the war and remained open to limited 
trade, while an illicit trade in manufactures with the mainland was 
alleged by contemporaries to have been carried on via the West Indies.” 
In addition, the war itself generated a demand for army uniforms, and 
it is likely that during a time of national emergency considerations of 
taste and style were suspended, facilitating the transfer of manufactur- 
ing output from the service of foreign markets towards military con- 
sumption. It is known that West Yorkshire manufacturers were involved 
in the supply of military uniforms during the Seven Years’ War 
(1756-63), and there are indications that Yorkshire also derived bene- 
fits from military contracts during the War of Independence.” 

Turning now to the effects of specialisation on competitiveness, two 
obvious arguments justifying the chosen shape of the transformation 
curve in Figure 2 are flawed. First, that wool textiles dispatched to the 
continental colonies consisted overwhelmingly of the cheaper and 
lighter fabrics typical of the expanding West Riding of Yorkshire, rather 
than the heavier and finer cloths of the stagnant West Country indus- 
try.*! Secondly, that domestic substitutes for imported textiles in the 
colonies were scarcer and inferior by comparison with European mar- 
kets and, as a result, textiles manufactured for this market required less 
‘care’ in their production. The first argument is fallacious because there 
is evidence that Yorkshire products ousted the output of other regions 
in European branches of trade,** and because the act of citing the 
observed distribution of exports between markets as evidence itself 
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repeats the mercantilist fallacy. The second argument is erroneous 
because of evidence that suggests colonial consumers were as discern- 
ing as European consumers, except during periods of recession in the 
colonial staple export sectors.* Four separate pieces of evidence, do, 
however, suggest that a rising level of exports to the colonies was asso- 
ciated with improving relative competitiveness. Although understand- 
ing of international productivity gaps in eighteenth-century textile 
manufacturing is still scanty, the findings are sufficient to challenge 
Adam Smith’s observation that over-specialisation in the colonial trades 
was accompanied by falling competitiveness and, ‘decay in other 
branches of foreign trade’.** 

In the first place, and in contrast to Adam Smith, other critics of com- 
mercial policy during the 1780s emphasised that neither the loss of the 
American colonies nor the proposed reform of the wool act could dam- 
age export revenues. Arthur Young stated simply that ‘it is evident our 
woollen manufacturers have no reason to demand any variation of 
policy to find a vent for their fabrics, since it appears they are already 
masters of the market’. Josiah Tucker similarly declared his belief a few 
years earlier that: 


One thing is very clear and certain, That whatever Goods, 
Merchandise, or Manufactures, the merchants of Great Britain can 
sell to the rest of Europe they might sell the same to the Colonies, 
if wanted: Because it is evident that the Colonies could not 
purchase such Goods at any cheaper rate at any other European 
market. 


To these names might also be added those of Sheffield and Macpher- 
son. Although merely words, these sentiments appear markedly more 
optimistic than those expressed in commercial literature earlier in the 
century, when observers feared competition particularly in the medium- 
quality cloth range. Moreover, in the cases of Young and Tucker the 
questioning of the need for colonial markets represents something of 
a sea-change in attitudes towards Britain’s need for colonies.” 
Positions taken by these contemporaries are supported by the second 
and third pieces of evidence. The earliest available national import sta- 
tistics for the United States, for October 1789 to September 1790, reveal 
British goods accounting for between 80 and 95 per cent of imports, 
including the category of merchandise subject to a five per cent tariff 
into which most manufactures fell. British exports, therefore, held up 
well immediately after the ending of exclusive supply under the navi- 
gation acts. Moreover, Hirschman indexes of trade dependency reveal 
how, over the whole of the eighteenth century, the larger the nominal 


EXPORTS TO COLONIAL NORTH AMERICA 57 


percentage share of wool textile exports and all domestic exports dis- 
patched to the colonies became, the less Britain appears to have 
depended upon a single dominant outlet in which to sell manufactures. 

The fourth piece of evidence consists of the findings of a recent 
attempt by Griffiths, Hunt and O’Brien to differentiate between process 
(factor saving) and product (output differentiating) innovations in 
British textile manufacture between 1700 and 1800.” They report that 
prior to the 1790s the ‘principal concern’ of British textile innovators 
lay in making improvements to the nature and appearance of finished 
cloth within the boundaries of existing technical parameters. 
Unfortunately, such a finding cannot rule decisively on the issue of 
Britain’s exporting strength because it does not reveal whether innova- 
tors in Britain were more preoccupied with product innovation relative 
to their European counterparts. However, by demonstrating that 


TABLE 4 
MEASURES OF MARKET DEPENDENCY FOR BRITISH MANUFACTURED EXPORTS, 
1699-1792 
(1) (2) (3) (4) (5) (6) 
1699-1701 3 6 60 5 10 56 
1722-1724 3 10 62 6 14 58 
1749-1751 7 10 59 10 16 50 
1772-1774 18 24 53 22 37 41 
1790-1792 28 36 45 23 35 40 


Notes: (1) Percentage of wool textiles exported to Continental Colonies. 
(2) Percentage of wool textiles exported to all American Colonies. 
(3) Hirschman index of wool textile market dependency. 
(4) Percentage of all domestic exports exported to Continental Colonies. 
(5) Percentage of all domestic exports exported to all American Colonies. 
(6) Hirschman index of domestic export market dependency. 
A Hirschman index of trade dependence is defined as, 


I(H) = V(P? +... + Pn?) x 100, 


where Pi is the percentage share of exports held by the ith market 'in a total of n 
markets. The index has a maximum value of 100 (den eae maximum dependence 
on a single market) and a minimum value of I(H) = V[(i/ny x n]. Further details 
on the construction of indexes of trade dependence are available in M. Michaely, 
Concentration in International Trade (North-Holland, 1962), Ch. 3. Table 4 presents 
a Hirschman index where n = nine geographical regions (North West Europe, 
North, South, Ireland, North America, West Indies, East Africa, Africa, East 
Indies). Comparable results were obtained, however, when the index was recalcu- 
lated with higher n’s (maximum n = thirty-three). With preater n the problems of 
re-shipment between ports prior to final consumption become more pronounced; 
hence broad market classifications are preferable in the eighteenth century. 


Sources: R. Davis, ‘English Foreign Trade, 1700-1774’, in W.E. Minchinton (ed.), The 
Growth of British Overseas Trade (London, 1969), pp. 119-20; R. Davis, The 
Industrial Revolution and British Overseas Trade (Leicester, 1979), appendix. 
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process innovations did occur, and in fact formed nearly a third of the 
total sample of innovations uncovered between 1700 and 1760, this 
study suggests that British success in trade was not secured solely by 
a decision to specialise in developing fancy goods for sale to colonists 
with high incomes.* 


IV 


This article has argued that the rise of exports to British North America 
generated additional jobs within the British economy by increasing total 
revenue from exporting beyond the level attainable from European 
branches of commerce alone and without compromising national com- 
petitiveness. Britain depended on the observed distribution of exports 
between markets to sustain export revenues at observed levels, but 
dependency and over-commitment in the sense understood by Adam 
Smith may be ruled out. Ironically, the circumstance behind the avoid- 
ance of dependency is probably the principle for which Adam Smith is 
best remembered by posterity: the dictum that the division of labour is 
limited by the extent of the market. Although Mokyr has argued con- 
vincingly that an extension of the market is itself unlikely to persuade 
individual firms operating in an export industry to move up their sepa- 
rate cost curves and exploit previously ignored scale economies,” at the 
industry level increased revenue from exporting was surely significant. 
Firm specialisation and general competitiveness increase in line with 
growth in an industry as pressure mounts to deliver goods and services 
at prices close to marginal cost. Technological discoveries and the dif- 
fusion of new ideas are also theoretically related to the division of tasks 
and the structure of network contact amongst producers.” As a major 
beneficiary from the realignment of Britain’s domestic export trade over 
the first three-quarters of the eighteenth century, the West Riding of 
Yorkshire appears to provide an excellent example of this kind of 
growth potential.*! 

McCloskey’s approach to assessing the significance of export markets 
suffers from weaknesses, but this does not mean that it can be dismissed. 
Without colonies British revenues from exporting would certainly have 
been reduced, but it is inconceivable that revenues would have fallen 
by an amount commensurate with the colonial market’s actual share. To 
hold such a belief would indeed be fallacious. Nevertheless, it is prob- 
able that incremental growth in exports would have been much reduced 
over the eighteenth century without colonies. In assessing the value of 
colonial markets to Britain, however, it is necessary to go further and 
to probe behind the reasons for the growing share of colonial trade in 
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the national accounts. An analysis by Thirwall clarifies why such a task 
is necessary. Thirwall points out that growth in exports may reflect a 
combination of three factors: firstly, existing productive capacity and the 
intensiveness of home demand; secondly, price and non-price relative 
competitiveness of supply; thirdly, the degree of commodity specialisa- 
tion undertaken by the nation in question.” Applying Thirwall’s 
approach to eighteenth-century foreign trade, historians have appreci- 
ated the importance of measuring the relative strengths of home and 
foreign demand.*® This contribution has attempted to steer studies of 
eighteenth-century trade in another direction by arguing that aug- 
mented export revenues stimulated productivity in textiles and that the 
growth of exports reflected improving international competitiveness, 
as opposed to mere specialisation in trade to protected, fast-growing 
colonial outlets. 
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Regional Variations in Provincial Business 
Biography: The Case of Birmingham, 
Bristol and Manchester, 1870-1914 


HARTMUT BERGHOFF 
Tubingen University 


In the debate about the extent and cause of Britain’s economic decline 
before 1914 the quality of her entrepreneurial class is an eagerly dis- 
puted issue.’ One increasingly popular thesis is the assumption of its 
deep internal rift along a geographical line, namely between its London 
and its provincial members. The impression conveyed by the writings of 
Ingham, Rubinstein, Wiener, and others is that not only financially, but 
also politically and socially, London’s businessmen overshadowed their 
provincial counterparts to an extent that it is justified to speak of ‘sep- 
arate forms of capitalism’.* This assertion is backed by many scholars 
who argue that a deficient social integration between metropolitan and 
provincial business circles led to detrimental effects for the latter as the 
economic performance of provincial industry was severely hampered 
by a suboptimal supply of capital, information, and innovative ideas, as 
well as by a low probability of attracting political attention, let alone 
support. 

Although this concept of the relative marginality of provincial entre- 
preneurs can by no means be dismissed as totally unfounded, it seems 
to be gravely exaggerated, and is therefore increasingly coming under 
revision. Not only does it underestimate provincial businessmen’s polit- 
ical power as well as their financial resources,‘ but also overestimates 
their inclination to be lured away from their preoccupation with busi- 
ness affairs by the enticements of aristocratic pastimes. One main con- 
sequence of emphasising the London-provinces divide over and again 
is the misconception of provincial entrepreneurs as one grey mass of 
equally second-rate and uninteresting men. 

In reality, provincial business communities offer a colourful picture 
of highly diverse local elites ascending and clinging to this position 
under very different social and economic conditions. In order to com- 
pare such elites in the years 1870 to 1914 I have selected three major 
industrial cities. As every locality has its own distinct history, it is sim- 
ply impossible to claim national representativeness in a strict sense for 
any sample of this kind. On the other hand, the three places chosen here 
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cover a wide range of nineteenth-century patterns of urban economic 
development. To begin with, no other two English cities have been com- 
pared to each other as frequently as Birmingham and Manchester, 
whose respective histories have often been identified as archetypal sym- 
bols of two alternative modes of industrialisation. According to Cobden 
the political and economic state of Birmingham: 


is far more healthy than that of Manchester; and it arises from the 
fact that the industry of the hardware district is carried on by small 
manufacturers, employing a few men and boys each, sometimes 
only an apprentice or two; whilst the great capitalists in 
Manchester form an aristocracy, individual members of which 
wield an influence over sometimes two thousand persons.® 


Thus Manchester epitomised the ‘heroic industrial revolution’, the 
rapid mechanisation of the textile trades, the triumph of large-scale fac- 
tory production, unfettered liberalism, as well as its immense social 
costs. Birmingham, however, stood for a less revolutionary type of 
industrialisation, an organic growth process based on a large variety of 
highly specialised metal trades, small-factory and even workshop pro- 
duction, and the absence of mass dequalification of labour. As a result 
its workers are said to have enjoyed a better standard of life and class 
relations determined by less bitterness. Moreover, towards the end of 
the century, Birmingham became strongly linked with the call for pro- 
tectionism just as Manchester had formerly been a centre of free-trade 
agitation.’ 

Bristol’s industrial history differs strongly from both cities, especially 
in four aspects: first, as the originally most important harbour on the 
west coast of England, it had a long naval, mercantile, and civic tra- 
dition. Second, its pre-industrial eminence had led to Bristol’s emer- 
gence as the second largest English town in the eighteenth century, 
before it fell back due to the rise of the new northern towns, whose 
population explosion had been sparked off by the ‘industrial revolu- 
tion’. Third, as Bristol did not much share in the boom of the textile, 
metal, and heavy industries, the growth rates of its population and by 
implication its economy, were well below the average of 72 principal 
UK towns between 1800 and 1860. Fourth, although not in the fore- 
front of industrial pioneers, Bristol managed to catch the ‘second 
wave’ and build up a considerable number of port-related light indus- 
tries, mainly in the food, drink, tobacco, boots, shoes, printing and 
packaging sectors. Thus from the 1860s the town caught up with the 
industrial age by concentrating on the production and marketing of 
modern consumer goods.’ 
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The main concern of this essay is to find out to what degree these dif- 
ferences in local economic and social history left traces in the collective 
biographies of the towns’ leading entrepreneurs of the period 1870 to 
1914. For this purpose three samples of local businessmen were com- 
piled by using approximately identical selection criteria, namely wealth 
and fame. People who between 1870 and 1914 were actively engaged in 
business ventures in one of the respective towns qualified for entry if 
either they left an estate of over £50,000 (£40,000 in Bristol) or were 
regarded by their contemporaries as ‘local worthies’. The first set of 
names was obtained mainly by studying the ‘Recent Wills’ columns of 
local newspapers and double-checking ali information with the probates 
calendars and other sources. The second part of the selection procedure 
consisted of going through local biographical material like ‘Leaders of 
Trade and Commerce’, ‘Lancashire Leaders’, ‘Bristol Worthies and 
Notable Residents’, local ‘Who’s Whos’, and many more. This method- 
ological approach which relies on wealth at death and the subjective 
decision of contemporary journalists and editors to give certain people 
a degree of publicity that was withheld from others cannot guarantee 
completeness, but claims to have yielded at least a representative cross- 
section of the respective entrepreneurial elites. Subsequently all avail- 
able biographical information was collected from the material already 
mentioned as well as from obituaries, other newspaper articles, collec- 
tions of newspaper clippings, church registers, lists of municipal office- 
holders, individual business and family histories, directories, and diverse 
other sources. Finally all data were computerised and evaluated 
primarily by means of frequency analyses and cross-tabulations.’ 


TABLE 1 
OCCUPATIONAL AND REGIONAL DISTRIBUTION OF 1,328 
PROVINCIAL BUSINESS MEN 


Big Other Trade/ 

Cty Industry Industry Finance Transport Total Total 

(%) (%) (%) (%) (%) (Persons) 
Birmingham 12.6 S13 8.8 272 99.9 452 
Bristol 11.2 43.0 14.4 313 99.9 402 
Manchester 23.4 30.8 14.8 31.0 100.0 474 

Total (%) 16.0 41.5 12.7 298 100.0 š 

Total (persons) 213 551 168 396 - 1,328 


Notes. ‘Big industry’: more than 1,000 employees. 
‘Other industry’: less than 1,000 employees. 
‘Finance’: bankers, stockbrokers, insurance directors and managers, property specu- 
lators. 
“Trade/Transport’: merchants, factors, agents, transport entrepreneurs. 
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All in all, this procedure selected 452 businessmen in Birmingham, 402 
in Bristol and 474 in Manchester. Table 1 subdivides them into four broad 
categories. Although the nature of my method prevents this distribution 
from being an exact reflection of local economic structures,!° some gen- 
eral differences leap into the eye, as for instance the disproportionately 
large shares of big industry in Manchester and smaller manufacturing in 
Birmingham. The percentages for Bristol demonstrate to which degree 
the town had lost its former mercantile character. Nevertheless, with well 
above one-third of the sample, the commercial-financial sector was far 
from being a negligiable quantity, although Birmingham’s 36.0 per cent 
was markedly below the three cities’ average of 42.5 per cent. 

Comparing all findings of the three collective biographies, the large 
number of very similar results is astonishing. This applies especially to 
basic sociological categories like recruitment, general education, pro- 
fessional training, career, and marriage patterns. Thus for all three sam- 
ples the following statements can be made more or less analogously: 
about two-thirds of all businessmen (75.9 per cent) came from upper- 
middle class and in most cases even business families. Wives were also 
preferably chosen from the upper-middle class (72.3 per cent), although 
fathers-in-law quite often earned their money outside the business world 
(46.4 per cent). General education was in most cases received in rather 
unexclusive schools, and work was normally taken up at an early age. 
Technical or commercial training outside the firm played an insignifi- 
cant role (13.0 per cent), just as the inclination to collect educational or 
professional experience overseas was rather low (16.9 per cent). In addi- 
tion, only a small fraction of businessmen received higher education 
(13.0 per cent). Among them prestigious Oxbridge was more popular 
(6.3 per cent) than the new provincial colleges (2.5 per cent), whose 
courses often had been specially geared to the needs of local indus- 
tries.!! Contrary to the protagonists of Britain’s entrepreneurial failure! 
no obvious haemorrhage of talent occurred among businessmen’s sons 
as 75.8 per cent of them followed into their fathers’ footsteps and 
became businessmen themselves. 

Equally general characteristics were the prevailing lack of interest in, 
and isolation from, London’s social and political life, the clear domina- 
tion of industrial over commercial-financial weaith, the virtual non-exis- 
tence of significant drains of business funds through land purchases on 
a massive scale as well as the persistent adherence to a specifically 
upper-middle-class system of convictions, lifestyles, and values, which 
often centred around a strict work ethos, deep religiosity, frugal house- 
keeping, pronounced individuality and self-respect, as well as the wish 
to be a model for other social groups.” 
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Further quite universal features seem to have been a high willingness 
to support political parties, to stand for local election contests, to accept 
seats on town councils, to join the magistracy and the staggeringly time- 
and money-consuming involvement in charitable movements of all sorts. 
These findings might be criticised with the argument that the sources 
used in my study systematically overstated businessmen’s activities of 
this kind. To some extent this is true for the local-worthies type of mate- 
rial but not at all for those cases who were identified from their probate 
records and who were hardly less committed to political and charitable 
work. Significantly enough there was a substantial overlap between both 
groups. Rich businessmen were often local worthies, just as local wor- 
thies often were rather wealthy. Finally, there are several highly ratio- 
nal reasons explaining the intensity of English entrepreneurs’ inclination 
towards unpaid public service. First, responsibility for public affairs was 
an integral part of English middle-class culture. Second, the absence of 
a highly developed system of social security agencies and central as well 
as municipal bureaucracies left voluntary bodies with enormous tasks 
and local politics with considerable power. Finally, businessmen acted 
on pressures brought on by their local communities, who regularly 
regarded owners of private wealth as bearers of public duties.'* 

After this fairly sketchy account of some more or less corresponding 
observations we will turn to some of the marked differences between 
the three cities’ business communities. Looking at their recruitment pat- 
terns, the openness to foreign immigrants is a remarkable feature of the 
Birmingham and Manchester samples. Their shares of foreign-born 
entrepreneurs were 7.1 and 8.1 per cent respectively, whereas in Bristol 
hardly any immigrant could be traced. Most of these businessmen 
worked in the mercantile sector whose immigrant percentages therefore 
were much higher (20.9, 15.1, 13 per cent respectively). In 1870 
Manchester had 420 ‘foreign merchant houses’, among them 154 run by 
Germans or ethnic Germans. Armenians, Greeks, Turks, and Arabs 
accounted for another 200 merchant firms.” 

Prominent members of these groups of ‘foreign Mancunians’ were for 
example various members of the Behrens family, Philip Goldschmidt 
(1812-89), Enrico F. Jucker (1878-1935), Emil Liebert (1887-1934), 
Themistocles P. Petrocochino (1825-1900), or Edmund S. Schwabe 
(1841-91). Less well-known names are those of Max Baerlein 
(1849-1917), Sigismund Cohen (1820-92), Sotirios Hazzopulo 
(1843-1916), J. Michael Koecher (1817-92), Henry J. Leppoc (1807-83), 
or Mardiros Tokatian (1828-1904). Apparently there existed a clear 
division of labour, according to which English merchants primarily dealt 
with the home and colonial markets and ‘foreign merchants’ controlled 
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exports to the rest of the world with special attention given to their 
native countries. The speed of their integration into Manchester’s soci- 
ety is generally remarkable, although all ethnic groups also tried to keep 
up their cultural traditions, as the existence of various religious congre- 
gations, the ‘Schiller-Anstalt’, ‘Liedertafel’ or the Hallé orchestra prove. 
Silesian-born Henry Simon (1835-99) settled in Manchester in 1860, 
became self-employed seven years later and built up two very success- 
ful mill construction firms. One of his three daughters married in 1906 
Collingwood G.C. Hamilton (1877-1947, created Baronet in 1937), son 
of George H. Hamilton, Archdeacon of Northumberland and Canon of 
Durham. His son Emil, educated at Rugby and Cambridge, took over 
the business in 1901, received a knighthood in 1932 and a peerage (Lord 
Wythenshaw) in 1947. Other renowned immigrant manufacturers were 
the Swiss chain maker Hans Renold (1852-1943) and the Saxon loco- 
motive builder Charles F. Beyer (1813-76). 

Unlike Manchester’s various groups of foreign businessmen, their 
Birmingham counterparts have received hardly any attention. 
Important names here were Henry Berens (died 1882), Mayer 
Blanchensee (died 1885), Charles H.J. Brandauer (1831-99), Nicolaus 
F. Danielsen (1844-1929), Rudolf Dotzauer (born 1864), Joseph 
Kannreuther (1833-89), Maximillian Lindner (died 1898), Wilhelm 
Maschwitz (died 1901), Carl T. Menke (born 1851), Maurice Pollack 
(born 1830; town councillor, mayor in 1887), and Frederick Sternberg 
(born 1855). As in Manchester, these immigrants were normally not 
confronted with envy or resentment but rather treated with a mixture 
of respect and sometimes even exuberant praise. In a 1900 article on 
Theodor W. Petersen (1836-1918), who played a pioneer role for open- 
ing up the Scandinavian markets for Birmingham’s metal goods and 
agricultural machinery, it is said that ‘in the course of his residence in 
Birmingham, he has brought .. . orders amounting to millions of pounds 
to the city’. Later in the article, the foreign merchants’ contribution to 
the town’s prosperity was acknowledged in the following emphatic 
words: 


The manufacturers of Birmingham would fare badly at times were it 
not for the help of the foreign merchants who have settled here, and 
whose good offices in connection with the world-wide distribution 
of the city’s products are invaluable. These merchants, by their 
knowledge of languages, their familiarity with the requirements of 
foreign countries and buyers, and their enterprise in opening up new 
markets, render services to the trades of Birmingham which entitle 
them to the highest respect and consideration ... Comparatively 
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few Englishmen speak even one foreign language, and fewer still 
know anything of real value concerning the conditions of life and 
trade in foreign countries, except from hearsay. They expect the for- 
eigner to learn English, and adapt his needs to English products; 
while foreign manufacturers study the English and other countries’ 
languages and requirements, and promptly proceed to produce arti- 
cles calculated to satisfy the same. These are simple facts which the 
English manufacturer will one day have to face and recognise.’ 


What were the reasons for the low numbers of immigrants joining the 
ranks of Bristol’s business class? On the whole, Bristol’s history offers 
four main explanations. First, the relatively low growth rates of its pop- 
ulation and economy offered markedly less business opportunities to 
anyone coming from outside. Second, Bristol’s merchants were pre- 
dominantly concerned with imports, among which agricultural produce, 
especially American grain, accounted for the lion’s share. Therefore the 
knowledge of foreign languages and markets was not in such demand 
as in large export-orientated manufacturing cities. Third, as the settle- 
ment of foreign businessmen is a very complex long-term and sometimes 
multigenerational process, one must not forget Bristol’s legal status as 
‘City and County’ incorporated in 1373, which limited the influx of new 
inhabitants by restrictive settlement rules right up until the last quarter 
of the eighteenth century. Birmingham and Manchester, on the con- 
trary, did not have formal restrictions preventing anyone from taking 
up residence. They were only incorporated as late as 1838, more than 
460 years after Bristol. Fourth, a similarly lingering consequence of the 
town’s former glory might have been a particular strong internal cohe- 
sion of its merchants, aided by the traditions of their guilds, which prob- 
ably encouraged sharing business among themselves and deterred 
outsiders from coming to Bristol. All this meant that immigrants 
favoured the more open and faster expanding new cities of Manchester 
and Birmingham. 

In view of this, and keeping in mind the large contingents of foreign 
businessmen in Bradford, Hull, Leeds, Liverpool or Nottingham, one 
has to question the belief that the City of London’s cosmopolitan com- 
position was unique!’ and that this particular characteristic might 
explain its alienation from the provincial economy. On the contrary, 
immigrant entrepreneurs played a significant role in many parts of the 
country, especially where the speed of industrial development overtook 
the growth of local commercial competence and experience. 
Unfortunately this aspect of British business history has often been 
ignored, and urgently requires a detailed study. It might well confirm 


PROVINCIAL BUSINESS BIOGRAPHY 71 


Chapman’s verdict that ‘the industrialisation of Britain was a European 
process’!® for the second part of the nineteenth-century as well. 

Looking at the three business communities’ residential patterns, 
Manchester emerges as the obvious exception to the ‘rule’. Whereas in 
Birmingham only 20.6 and in Bristol 29.4 per cent of private addresses 
were Outside the cities’ municipal boundaries, the corresponding rate in 
Manchester was as high as 61.5 per cent. In all three cases the over- 
whelming majority of these ‘out-of-town’ domiciles were situated in the 
cities’ immediate surroundings. Therefore Manchester’s result cannot 
be interpreted as a sign of unusual absenteeism, but must be explained 
by several closely linked factors: Birmingham and Bristol had developed 
large socially exclusive residential areas, which kept their local elites 
within the city boundaries because of their rus in urbe ambience, which 
facilitated the possession of a pleasant and representive house plus gar- 
den within easy reach of their businesses. Manchester did not have com- 
parable districts that were able to match the size and exclusiveness of 
Edgbaston or Clifton.!% 

This might partly be accounted for by the lack of suitable areas, and 
partly by Manchester’s awful environmental pollution. The decisive rea- 
son, however, was the exceptionally high level of economic integration 
of the greater Manchester region. Whereas Bristol had a completely 
aprarian hinterland, and Birmingham adjoined an industrial landscape 
only on its western border, Manchester was completely surrounded by 
it. Moreover, the Black Country supplied Birmingham with raw mate- 
rials and half-finished goods, while Manchester’s relation with Lan- 
cashire and parts of Cheshire was much more complex. Due to the 
highly specialised nature of the cotton industry and its concentration 
in a relatively small, densely populated, metropolitan area with good 
transport links, subsequent steps in the manufacture of its products 
were normally carried out at various places within this region, and half- 
finished goods were frequently transported to and fro several times 
before they were exported via Manchester. Within these long produc- 
tion chains, based on local division of labour, many firms pursued active 
strategies of vertical and horizontal integration. Thus Manchester busi- 
nesses bought themselves into Lancashire and Cheshire firms and vice 
versa. Lancashire cotton spinners or calico printers moved their com- 
mercial headquarters to Manchester but left their production side in 
Oldham or Rochdale. In this process, Manchester became more and 
more the region’s centre of co-ordination and commercial transaction. 
This movement reached its summit around the turn of the century with 
the foundation of giant concerns, such as the English Sewing Cotton 
Company, the Fine Cotton Spinners’ & Doublers’ Association, or the 
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Calico Printers’ Association. This unparalleled degree of regional eco- 
nomic integration led to the formation of a regional rather than an 
urban elite, whose business and private interests ignored municipal 
boundaries. 

This distinctive feature of Manchester’s entrepreneurs left various 
traces in their biographical profile. Whereas in Birmingham and Bristol 
more businessmen were born in town (46.7 per cent; 44.7 per cent) than 
in surrounding counties (14.9 per cent; 24.1 per cent), in Manchester it 
was the other way round (29.2 per cent in town versus 38.6 per cent in 
adjacent areas). This fact also explains why Manchester’s employers 
have often been charged with political apathy and lack of civic spirit.” 
At first glance other results of my study even seem to confirm this judge- 
ment. Only 20.9 per cent of them were actively engaged in Manchester’s 
local politics, which is a relatively unimpressive quota compared with 
Birmingham’s 27.9 per cent and Bristol’s 48.3 per cent.?! Nevertheless, 
Manchester’s businessmen fully compensated for this low rate by an 
exceptionally high rate of participation in the public affairs of neigh- 
bouring municipalities and counties. On the whole, they were probably 
just as much interested in local politics as their celebrated Birmingham 
colleagues, whose civic commitment has frequently received praise lit- 
tle short of glorification. In 1899 the Webbs wrote about Manchester’s 
Town Council that the ‘social status is predominantly lower middle class 
... they are merely hard-headed shop-keepers’.~ Was this the corollary 
of the entrepreneurial elite’s less intensive connection with the city? 
Probably the Webbs wanted to express their dissatisfaction with what 
they perceived as unambitious and self-content politics rather than mak- 
ing a statement about the council’s social composition. In the period 
1870 to 1914 manufacturers and merchants occupied more seats than 
any other occupational group, although their shares were drastically 
declining after 1900. In most years industrialists outnumbered mer- 
chants, whereas members of the financial sector virtually abstained. 
Nonetheless, neither in Manchester, nor in Birmingham, nor in Bristol 
did the slightest hint emerge that the distinction between industrial and 
commercial interests acted as a political dividing line. 

Despite the conspicuous absence of many prominent local employers 
from Manchester’s town council as a result of their different residential 
patterns, there were enough wealthy and influential entrepreneurs 
within the city to use the council, if need be, as a mouthpiece of busi- 
ness interests, as for example its support for the Manchester Ship Canal 
Company illustrates.” In all three cities, and probably in most other 
large industrial municipalities of the period 1870 to 1914, the upper 
strata of the local business communities and especially their manufac- 
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turing sections were in immensely powerful positions. They generally 
dominated the economic and sociocultural climate of their towns by 
simultaneously acting as employers, philanthropists, church or chapel 
leaders, and town councillors. Their influence extended over nearly all 
aspects of communal life, such as employment, working and living con- 
ditions, infrastructure, local taxation, council spending, health care, 
leisure, recreation, and so on. Moreover they were able to secure social 
stability by transferring their system of values and beliefs to those 
groups socially below them. In local politics hardly any of their imme- 
diate interests could be ignored.** In a country with a central govern- 
ment that left its local authorities with an enormous scope for 
independant decision-making, and had not yet established fully devel- 
oped central, regional, or municipal bureaucracies, this constellation 
gave provincial businessmen a local powerbase whose strength simply 
cannot be overstated. 

Returning to the peculiarities of Manchester, it appears that the city 
had the highest number of businessmen who were engaged in the indus- 
trial as well as in the commercial-financial sector at the same time: 101 
cases of industrialists’ direct involvement (that is partnerships or director- 
ships) in the mercantile plus transport sector and 74 in the financial sector 
could be counted. Merchants held 58 such interests in manufacturing. 
Some businessmen crossed the sectoral line by founding or buying addi- 
tional firms, by being elected to boards, or by incorporating new activities 
into their original businesses. So quite a number of Manchester entrepre- 
neurs called themselves ‘Cotton Spinner and Merchant’, for example 
James A. Bannerman (1820-1906) or Samuel Ogden (1819-1903), and 
additionally sat on the board of one of the local banks, like the cotton 
manufacturer, merchant, insurance and bank as well as multiple railway 
director Sir Edward T. Broadhurst (1858—1922).* 

Although the interrelatedness of commerce and industry was particu- 
larly intensive in Manchester, the overall picture in the other two cities 
does not tell a totally different story. As far as my evidence goes, the 
assumption of any sort of insurmountable barrier between both sectors 
would be totally unfounded. In all three towns economic co-operation 
and social mixing prevailed. Virtually no signs of any systematic occupa- 
tional segmentation can be detected, even though the dominance of 
industrial wealth and prestige appeares to have been firmly secured.” 
Not even in a traditional mercantile community like Bristol was a single 
merchant able to touch on the wealth and status of the new industrial 
patriciate, headed by the Wills family. Nevertheless, there is yet another 
flagrant, but very popular, oversimplification in the debate about the 
alleged marginality of the industrialist, namely the identification of 
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provincial towns with industry and London with commerce. By doing so 
a considerable part of the nation’s businessmen, provincial merchants, 
agents, shippers and (admittedly less numerous) bankers and stock- 
brokers are deprived of the attention they deserve, because their services 
were indispensable for the working of British industry. The reason for 
this neglect is to be seen in the quite unspectacular stature of most of 
these people, at least in comparison to London’s high finance and com- 
merce. Even so, it is high time historians dedicated part of the time and 
effort so lavishly given to the City of London to the study of provincial 
economies. Rather than endlessly dwelling on speculations about the 
adequacy or inadequacy of the city-industry relation, an analysis of the 
close and probably very successful interaction of manufacturing, com- 
- merce and finance within local frameworks might eventually prove more 
illuminating. 

If we leave the strictly local setting and turn to the question of 
the three cities’ influence and recognition on the national level, 
Manchester’s clear lead manifests itself. All five indicators chosen in 
Table 2 confirm this result, even though it has to be conceded that 


TABLE 2 
LOCAL PRESTIGE INDICATORS 








Birmingham Bristol Manchester 
Titles received by local 
businessmen’ 22 29 75 
London Club memberships? 54 52 130 
Businessmen bolding Parliamentary 

25 18 62 
Other political offices‘ 14 14 63 
Titled Mayors’ 4 8 12 
Notes: 


This table summarises titles, memberships and offices gained during businessmen’s and 
mayors’ lifetimes. 

'Knighthoods, baronetcies and peerages. 

*Membership of the following clubs were counted: Reform, Beefsteak, St. James’s, Turf, 
Travellers’, Brook’s, Athenaeum, Carlton, Junior Carlton, Royal Yacht, Cowers, 
Boodle’s, Bachelors’, National Liberal, Constitutional, Junior Constitutional, Army 
and Navy, Guards, Naval and Military, National Conservative, Hurlingham, United 
Service, Junior United Service, Overseas Club, St. Stephen’s, Devonshire, Oxford 
and Cambridge, United University, New University, Wellington, White’s, Arthurs, 
Garrick, St. Pauls, St. George’s, Raleigh, Royal Irish, Salisbury, Scottish, 
Beaconsfield, Marlborough, Union, National, Windham. 

“Inside and outside home towns. 

‘Advisory posts; memberships of Royal or Parliamentary delegations, commissions and 
committees. 

3See note |. Office terms between 1870 and 1914. 
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Manchester’s sample is numerically larger than the other two and that 
the densely populated Manchester region offered more opportunities 
for being voted into Parliament than Birmingham’s or Bristol’s imme- 
diate surroundings. Nevertheless, divergent quantities of available 
neighbouring wards neither explain the magnitude of Manchester’s lead 
(62 seats) nor the small difference between Birmingham (25) and Bristol 
(18). To be nominated as a candidate the support of party headquarters 
and personal connections to the ‘right’ people were essential; to con- 
vince the electorate it took on top of this charisma, prestige, and per- 
suasiveness. Therefore Birmingham’s result in particular can be 
regarded as a relatively poor performance. This judgement is corrobo- 
rated by the fact that Manchester businessmen were appointed 63 times 
to royal or parliamentary commissions, delegations, committees or other - 
politically influential posts, whereas the opinion and advice of the two 
other cities’ employers stood in markedly lower demand. 

The number of titled mayors is probably the most reliable parame- 
ter, as each town had roughly the same number of mayors between 1870 
and 1914. Twelve Mancunian office-holders received knighthoods or 
even higher decorations in their lifetime, just as many as their Bristol 
(8) and Birmingham (4) counterparts together. Birmingham’s result 
must have been particularly disappointing, considering the city’s cele- 
brated civic gospel, which became a model for many other towns. Not 
even Joseph Chamberlain, as the chief representative of this municipal 
ideal, was presented with a title after the end of his mayoralty, which 
was followed by a very successful career in national politics. 

The number of titles received by all businessmen in the respective 
samples and their memberships in London clubs reveals exactly the 
same pattern of uneven prestige allocation. All in all, Table 2 leaves lit- 
tle scope for controversial interpretation. In terms of national accep- 
tance and influence, Manchester simply overshadowed Bristol and 
Birmingham. Comparing the later two, Birmingham’s status as the big- 
ger and economically more important town did not find expression in 
any of the indicators used. Only the number of MPs and club member- 
ships were slightly above Bristol’s figures. In all other categories 
Birmingham did worse than a city of half its size. 

What was the reason behind this amazingly uneven distribution of 
honours and offices? The first possible explanation that springs to mind 
refers to wealth differentials. In fact, at first glance Table 3 seems to 
support this argument very strongly, at least for the question of 
Manchester’s preferential treatment. In the highest two wealth brackets 
its businessmen were clearly over-represented. On the other hand, it 
demonstrates that in terms of wealth Birmingham and Manchester 
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entrepreneurs were not worlds apart. For the former, 126 probates of 
£100,000 and more (that is 34.5 per cent of all businessmen in the sam- 
ple whose probates could be traced) were counted, as opposed to 156 
(42.6 per cent) for the latter. 

Bristol’s wealth distribution is remarkable in two respects. First, with 
10.3 per cent its share in the top category of Table 3 lies above the Birm- 
ingham quota. Surprising as this might be, one must beware of reading 
too much into this figure, because almost half of these top wealth-holders 
were tobacco manufacturers, among them ten members of the Wills fam- 
ily alone. Second, it is more characteristic of Bristol’s wealth structure to 
concentrate on its over-representation in the three lowest (below 
£100,000) and its marked under-representation in the second highest 
(£100,000—-249,000) category. In summary one might say: less wealthy on 
average, but exceptionally rich businessmen at the top. 

TABLE 3 


WEALTH DISTRIBUTION OF PROVINCIAL BUSINESSMEN 
ACTIVE 1870-1914 (PERCENTAGES) 


A me wrae aae am m e meier A D a ma euena anap ee e e a e m “meme e 


Probate Valuation Birmingham Bristol Manchester All Busincsemen 
(£000) 
under 10 14.0 14.6 10.9 13.1 
10-49 27.9 36.9 27.0 30.2 
50-99 23.6 243 19.4 22.3 
100-249 24.9 14.0 213 22.6 
250 and over 9.6 10.3 15.3 11.8 
Total (%) 100.0 100.1 99.9 100.0 
Total (persons) 365 301 366 1,032 


Note: Information was unavailable in 296 cases. 
Source: Probate Calendars of Wills and Letters of Administration. 


How do these differentials relate to the three cities’ overall economic 
capacities? As there are no adequate parameters, proxies have to be 
relied on. For similar purposes, Rubinstein introduced income tax sta- 
tistics as a new source. In 1880/81 the cities’ respective net assessments 
of income taxed under Schedule D, which mainly covered income pro- 
duced in business and the professions, were as follows: Manchester £5.6 
million, Birmingham £2.6 million, and Bristol £1.8 million. In 1906/7 the 
corresponding figures read £17.6 million, £7.5 million and £4.5 million.”’ 
The extent of Manchester’s lead, however, is strongly exaggerated, as 
its assessments contain disproportionately large portions of income 
taxed in Manchester, but actually earned in surrounding areas. The 
impact of this statistical maccuracy only played a minor role in 
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Birmingham, whose appeal for Black Country firms to transfer their 
headquarters to the Midland’s metropolis was relatively low, and virtu- 
ally none in Bristol. Despite this source of error the tax statistics’ rank- 
ing of the three cities roughly corresponds to the probate analysis in 
Table 3. 

Manchester’s indisputable top position was primarily caused by three 
circumstances. First, Manchester and Lancashire had played a pioneer- 
ing role in the cotton industry, which enabled them to assume a near- 
monopolistic market position until the 1880s. Second, the city stood at 
the centre of an expanding market that possessed a truly global dimen- 
sion. Third, Manchester profited strongly from the employment of large 
production methods with all their inherent economies of scale. Indeed, 
the cotton industry represents a classic example of the increased- 
returns-to-scale mechanism. All these factors were not at work to a sim- 
ilar degree in Birmingham and probably explain why on the whole 
higher profits were possible in Manchester. Bristol’s bottom position 
among these three cities comes as no surprise, given its smaller size and 
its later industrialisation. The interesting point, though, is that 
Manchester’s economic status obviously corresponded to its share of 
prestige, whereas in this field Birmingham did worse than Bristol. Just 
as any imbalance of regional influence and status this puzzling discrep- 
ancy cannot be explained adequately by merely comparing economic 
strength and wealth differentials. Unfortunately, Rubinstein’s data on 
the geographical origins of British millionaires and half-millionaires are 
frequently interpreted in a simplified way, ignoring the independent 
power of social, cultural, and other intangible variables.” 

In the case of Birmingham it must be taken into consideration that, 
inter alia, the town suffered from what today is called a ‘severe image 
problem’. Despite its central geographical location, its economic impor- 
tance, and its spectacular municipal policies, it was regarded by the 
outside world as a peripheral, second-class, dull, squalid and utterly 
unpleasant place. The genesis of prejudices like this is difficult to recon- 
struct. One factor might have been that the small-scale metal industry 
did not share in the aura which surrounded the cotton industry, because 
the latter was often perceived as a general symbol of progress and tech- 
nological advancement. Moreover, it probably received a prestige 
bonus for its status as the most important export branch throughout 
the nineteenth century. Finally, Birmingham’s vast diversity of small 
firms and its multitude of socially rather inconspicuous businessmen led 
to the rise of stereotypes which depicted them as ‘greasy workshop 
masters’, in all respects inferior to the splendour of Lancashire ‘cotton 
lords’. 
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Bristol, on the other hand, still benefited from its former mercantile 
glory. Although becoming increasingly industrialised after 1860, it was 
not perceived as a manufacturing town at all. Whereas a place like 
Birmingham seemed to embody all the negative qualities of northern 
industrialism, Bristol, despite suffering from similar hygienic and social 
problems, appeared to be firmly embedded in the southern English 
hemisphere. Although geographically separated from London by the 
same distance, in sociocultural terms Bristol and Birmingham belonged 
to different worlds, at least seen from the perspective of the English 
capital. 

Religion also played a major role in assigning regional status. Birm- 
ingham was one of the most important strongholds of Nonconformism 
in the country, which found a clear expression in the denominational 
preferences of its business leaders. Hence, and despite the fact that Man- 
chester and Bristol also had large Dissenting congregations with an 
equally vigorous influence on all local affairs, there were clear varia- 
tions of Nonconformist strength among the three samples. In this respect 
Birmingham took the lead, where 54.8 per cent were Nonconformist, 
compared to 40 per cent who were Anglicans. A breakdown of this fig- 
ure reveals that Unitarianism (15.9 per cent), was most popular, with 
prominent members among Birmingham’s social elite, such as the 
Chamberlain, Kenrick, Lucas, Martineau, and Mason families, followed 
by Methodist (12.4 per cent) and Quaker chapels (8.2 per cent; Albright, 
Cadbury, Lloyds, Sturge). A further significant observation is the fact 
that, with a rate of 66.7 per cent, Birmingham’s Nonconformism was 
heavily represented amongst entrepreneurs in big industry (that is more 
than 1,000 employees). 

52.0 per cent of Manchester’s businessmen belonged to a Noncon- 
formist community (Church of England: 44.0 per cent). The leading 
members of the Unitarian Cross and Moseley Street Chapels (for exam- 
ple representatives of the Ashton, Fairbairn, Greg, Heywood, Peacock 
and Renold families) represented the highest echelons of Manchester’s 
political and social elite. Thus they were able to share among themselves 
a disproportionately large number of council and parliamentary seats. 
Apart from the Unitarians (11.0 per cent), the Methodists (13.5 per cent; 
Carnelly, Haworth, Holland, A.E. Lloyd, Peacock, Saxon) and Congre- 
gationalists (12.0 per cent; Armitage, Buckley, Callender, Haworth, 
O’Henlon, Rylands) attracted the highest numbers of Manchester’s 
businessmen outside the Church of England. 

Bristol’s exceptional status is again underlined by a denominational 
structure that turns Birmingham’s and Manchester’s results upside 
down. Here the Anglican Church (58.8 per cent) had more followers 
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than the Chapel (39.7 per cent). Here small manufacturers (47.8 per 
cent) displayed a stronger affinity to Nonconformism than big industri- 
alists (42.3 per cent) as the socially most conspicious group of urban 
entrepreneurs, whereas it was the other way round in Manchester (48.4 
versus 55.3 per cent) and above all in Birmingham (53.3 versus 66.7 per 
cent). Despite the numerical predominance of Anglicans, however, 
Congregationalists (10.1 per cent; Badock, Crossham, Derham, Wills) 
and Baptists (9.5 per cent; Ashman, Leonard, Robinson) played a key 
role in Bristol’s public life. Moreover, in all three cities a moderate but 
constant drift of Nonconformist families into the Church of England as 
well as a widespread retreat of sectarian discrimination could be 
observed. In the fields of local charities and politics, co-operation across 
denominational borders was increasing. Generally, a move took place 
towards a fusion of local elites on the basis of wealth and social stand- 
ing alone, regardless of religious traditions and convictions. 
Notwithstanding their declining significance for urban elites themselves, 
however, the denominational differences which have been pointed out 
still played a vital part in the formation of images and stereotypes, which 
strongly affected outsiders’ perceptions of the three cities. 

But what did all this really matter? The majority of businessmen pos- 
sessed enough self-confidence and local pride not to be concerned about 
what people in London or elsewhere thought about them. Furthermore, 
their economic, social, and political interests in most cases did not tran- 
scend the borders of their own immediate surroundings. All in all, they 
defined themselves as local or regional elites, rather than parts of a 
national upper-middle or business class. Nevertheless, image differen- 
tials can have substantial economic implications, as nowadays officials 
of northern English or Ruhr towns trying to attract investors know only 
too well. In our case it would be an interesting project to look at the 
three cities’ attempts to articulate and push through their special inter- 
ests at Westminster in the light of their divergent levels of prestige. 
Significantly enough, Manchester seems to have been more successful 
in regional lobbying than Birmingham, considering for example the 
debate on tariff reform before 1914. 

These questions, however, require detailed studies on policy forma- 
tion far beyond the scope of this essay. The effects of differences in 
provincial business leaders’ recognition and, closely related to it, their 
self-perception and ambitions, will become clearer if we return to their 
collective biographies. In this respect a look at their educational histo- 
ries is particularly revealing. Bristol’s entrepreneurs boasted the high- 
est rate of ex-public-school boys: 29.6 per cent of them fell into this 
category, whereas their Manchester (16.4 per cent) and Birmingham 
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(9.0 per cent) colleagues reached significantly lower figures. Typically 
enough, Bristol was the only big provincial town with its own public 
school. The opening of Clifton College in 1862, however, came too late 
for the majority of businessmen active before 1914, as most of them had 
already left school by then. Therefore the existence of Clifton alone 
does not explain Bristol’s strong showing. This is also fully borne out 
by the attendance rates at the country’s most exclusive schools (Eton, 
Harrow, Westminster). Here again Bristol took a clear lead with 6.6 per 
cent, over Manchester (3.6 per cent) and Birmingham (0.5 per cent).” 

Differences in schooling also had repercussions on the chances of 
entering one of the prestige universities. Thus a parallel result is to be 
reported here: 10.2 per cent of Bristolian businessmen had been 
enrolled at Oxbridge, as opposed to Manchester’s 5.8 per cent and 
Birmingham’s 2.8 per cent. These results unambiguously prove that on 
average Bristol’s entrepreneurs had already climbed more steps on the 
ladder that led to national recognition than their northern colleagues. 
This judgement can also be confirmed by looking at marriage patterns, 
as the chance of being admitted into upper-class families (that is father- 
in-law a peer or baronet) was markedly higher in Bristol than in the 
other two towns.” 

Children’s careers also serve as a useful indicator of families’ social 
advancement. Sons of Birmingham entrepreneurs tended to stay slightly 
more often in business than those in Manchester and Bristol, who more 
readily took up careers in the professions, the armed or other govern- 
ment services. As a matter of course, sons’ attendance rates at public 
schools and Oxbridge were generally higher than their fathers’, but 
again confirm the relatively low status of Birmingham entrepreneurs, 
whereas figures for Manchester and Bristol converged. The same pat- 
tern could be observed with sons’ chances of being granted baronetcies 
or peerages and daughters’ marriages into the upper class. 

What were the main differences in the collective biographies of 
Birmingham, Manchester, and Bristol entrepreneurs? First of all the 
innovatory dynamism of Birmingham and Manchester made their busi- 
ness communities more open to and attractive for foreign business tal- 
ent, which joined their ranks in considerably higher numbers than in 
slow-growing and more self-contained Bristol. Second, Manchester’s 
business leaders must be described as a regional elite because they pos- 
sessed strong economic and social ties with Lancashire and Cheshire, 
whereas their Birmingham and Bristol counterparts were characterised 
by a predominantly local orientation. Third, Manchester differed fur- 
ther by its particularly intensive interrelation of its industrial and com- 
mercial sectors, although there are no signs of a deep social and 
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economic rift between these sectors in the other two cities. Fourth, with 
regard to political influence and social status outside their home bases, 
Birmingham and Bristol entrepreneurs were left far behind by their 
Manchester colleagues, an observation which cannot adequately be 
explained by wealth differentials. This essay suggests that the likelihood 
of businessmen and their families to rise socially, to exert political influ- 
ence on the national level, and to gain recognition by the highest eche- 
lons of English society depended rather on a multitude of biographical 
variables. Among them wealth was a central, but by no means self- 
explanatory, category. Other key variables, far from being mere func- 
tions of financial resources, have to be taken into account, such as 
religion, education, family and personal connections, the company’s 
type and size, and, as I have tried to underline, its regional location. 
Apparently, towns were and still are ranked by highly irrational crite- 
ria. Their names seem to evoke images and stereotypes, that — no mat- 
ter how wrong — are strong enough to act as self-fulfilling prophecies. 
On the other hand, this essay has also demonstrated how little we actu- 
ally know about entrepreneurs in Birmingham, Bristol, and Manchester. 
Comparing their collective biographies can only be a small contribution 
to the exploration of their histories. 
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Investment Group, 
Free-Standing Company or Multinational? 
Brazilian Warrant, 1909-52 
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London Guildhall University 


From the late nineteenth century, Britain greatly extended her com- 
mercial and financial ties with the rest of the world. Those developments 
inevitably created new trading and investment openings for business- 
men, especially in the peripheral areas of the international economy 
which were now more closely linked to the core countries like the 
United Kingdom. This study deals with the way one British company, 
Brazilian Warrant, responded to these increased business opportunities 
in Latin America. The article addresses two issues. Its main theme 
examines the transformation of a small merchant house, E. Johnston 
& Co., into what might be described as a multinational business. A 
secondary theme is the question of British direct investment in Latin 
America, both before and after the First World War. 

Studies on the development of multinational enterprise began with 
histories of individual firms. Now the literature on British multinationals 
and their development is extensive, although interest has, perhaps 
inevitably, focused on the large (often very large) corporations which 
are still household names today.! Furthermore, it has been manu- 
facturing and, recently, banking multinationals which have commanded 
attention.” The familiar pattern is one where a British industrialist has 
first developed a sizeable export trade, then used agents abroad before 
setting up a wholly owned sales subsidiary and finally invested in 
manufacturing plant in an effort, perhaps, to avoid tariffs. 

Two exceptions to this preference for size have been the particular 
multinational variants detected by Stanley Chapman and Mira Wilkins, 
investment groups and free-standing companies, neither of which seems 
to have originated from a domestic manufacturing base. For Chapman, 
investment groups evolved from the traditional activities of merchants 
who extended their business operations from the founding partner- 
ship or inaugural company and who widened their interests in trade, 
manufacturing and mining overseas? Once an undertaking was 
economically viable, then a separate company would be floated and 
public participation invited, but the group kept control by retaining a 
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portion of the equity and the management function, thus deriving an 
income from both investment and agency fees. The group did not cling 
to the founding family but employed junior partners and managers to 
run operations abroad using different corporate names, often under 
local registration. A small capital and operating base at home thus con- 
trolled large diversified overseas investments, the extent of which 
(together with the identity of the parent group) was largely concealed 
from the public. Such spatial concentration of authority and capital, in 
what amounted almost to a holding company, shifted power from the 
periphery to the centre. 

Following on from, and influenced by, Chapman’s concept of invest- 
ment groups, Mira Wilkins developed the idea of free-standing com- 
panies as another form of British direct investment abroad.‘ 
Characteristically, such firms were floated in Britain, enjoyed British 
registration and were managed independently from a head office in 
London, although all the active parts of the business, normally a single 
enterprise, were conducted overseas. Wilkins devised a typology of 
ten business clusters of free-standing companies, the conduits for the 
transfer of funds from Britain (a capital surplus country) to capital 
shortage countries like Brazil. Both the free-standing company and 
Chapman’s investment groups accommodate cases of rather smaller 
multinational companies and the firm which is the subject of this paper 
has claims for inclusion in both categories. 

The business context of Brazilian Warrant is British direct invest- 
ment in Latin America, the size and growth of which are the subject of 
debate. Chapman has drawn attention to the contribution of Britain’s 
merchants to direct investment overseas, but his material left little room 
for a thorough examination of their presence in Latin America, often 
regarded as something of a backwater for British trade. Among houses 
active in this area Chapman mentions only a handful of names, and 
the subject of this paper is not included. Indeed, Chapman provides 
more on houses like Antony Gibbs and Balfour Williamson which 
traded on the west coast of Latin America while, in fact, Brazil and 
Argentina on the east coast were Britain’s more important commercial 
partners.® 

Christopher Platt’s thesis is that British enterprise conducted a 
tactical withdrawal from Latin America before the First World War, in 
the face of increasing competition from Germany and the United 
States.” In order to concentrate resources where they could be most 
profitably employed, namely the Empire, British houses abandoned 
marginal businesses to the newcomers. The experience of British coffee 
traders in Brazil provides a possible exemplar of this process, the more 
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so as coffee plantations began to appear after the First World War in 
what was formerly British East Africa. 

This article, which addresses an aspect of British capital exports to 
Brazil before and after 1914, thus throws light on the controversies 
surrounding the origins of early British multinationals and British direct 
investment overseas. The article is in four parts. The first examines the 
pattern of the Brazilian Warrant’s investments in the first quarter of 
the twentieth century. The second discusses the managerial problems 
which this group of assets posed for what was originally a family partner- 
ship. The third analyses the reasons for Brazilian Warrant’s sale after 
the Second World War. Finally, the conclusion, which draws together 
the paper’s main threads, discusses the firm against the typologies of 
investment groups and free-standing companies. 


H 


The micro-economic problems of the Brazilian coffee trade in the 
period before 1914 form the backdrop of E. Johnston & Co.’s decision 
to float a public company to run its operations. First, the export trade 
was in the hands of a relatively small number of foreign merchant 
houses, among them E. Johnston & Co., but the inroads of German and 
American traders from the 1890s had sharply lowered margins for the 
shippers. Second, the years before the First World War also represented 
something of a watershed in the development of the international 
coffee trade, in that market forces no longer determined supply and 
demand for Brazilian coffee, which was henceforth subject to periodic 
bouts of intervention by officials. This intervention took the form of 
various crop retention schemes which exploited Brazils dominance 
of world coffee supplies.’ Coffee would be withheld until prices rose 
when stocks would be released onto world markets through the inter- 
mediation of one of the leading foreign exporters. In the first of these 
so-called valorisations in 1908, Theodor Wille, a German trading 
company and one of Johnston’s fiercest rivals, captured the government 
agency.? 

In 1909 the directors of E. Johnston & Co., who three years earlier 
had abandoned the family partnership which had managed the venture 
since 1842 in favour of a private limited company, launched Brazilian 
Warrant on to the London Stock Market.!° By 1920 after successive 
flotations the company was capitalised at £1.5 million but, with only £1 
million in the form of equity, the firm was fairly highly geared. The 
former partners took a large tranche of the equity but the opportunity 
for the public to bid for shares obviously allowed the Johnston family 
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to cash in on part of the original partnership’s assets. A further £125,000 
of equity was added in 1926, but at £1,625,000 the capital was still well 
short of its authorised total of £2 million.” 

What is more important for the business, perhaps, was that more 
capital would now be available than either retained profits or short- 
term borrowing could provide. Capital shortage is a familiar theme in 
British economic history, as is the apparent reluctance of family firms 
to seek outside sources of funds for fear of losing corporate control. 
Nevertheless, developments in the Brazilian coffee trade, especially the 
secular fall in prices from the mid-1890s and greater competition among 
shippers, forced the Johnston family to consider its options.!? On the 
one hand, the partners could scale down their operations since increas- 
ing business problems did not justify them investing still more of 
their own money, while retaining complete control. This essentially 
risk-averse policy, however, contained the danger that there would be 
insufficient profits for the partners to live comfortably. On the other 
hand, they could raise capital for direct investment abroad on a scale 
beyond that which the family alone could provide in order to deepen 
and widen their role in the coffee trade. One recent writer has suggested 
that under increasingly competitive conditions in Brazil ‘the only way 
for the British firms to continue to maintain [their] privileged position 
... was that of beginning to invest more heavily in services and infra- 
structure’.'> The resulting diversification and economies of scale would 
maintain or even enhance profit levels. It was this more enterprising 
approach that was adopted with the formation of Brazilian Warrant. 

Brazilian Warrant developed in two ways, first by managing a group 
of subsidiary companies in coffee-related activities and earning profits 
from its financial stake in them and, second, by business on its own 
account. Its mission was not only to consolidate Johnston’s exporting 
business but also to invest in essential services for the coffee trade: stor- 
age, credit, a warehouse and warrant system, facilities for futures trad- 
ing and transport. 

The absorption of E. Johnston & Co. by Brazilian Warrant allowed 
the rationalisation of up-country operations with coffee planters. The 
older firm, which retained its name, concentrated on its exporting, 
shipping and insurance businesses, opening branches in São Paulo, Rio 
de Janeiro and Paranaguá as well as extending its main Brazilian office 
in Santos. It left Brazilian Warrant, with its easier access to capital, to 
offer the crucial banking and credit facilities to farmers. ‘Our feeling’, 
wrote Charles Johnston, ‘is that . . . we have created a concern which 
will gradually supplant our activities in the Interior and which by its 
very nature makes Interior business very difficult for us owing to the 
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facilities which they offer’.4 Brazilian Warrant was not a bank in the 
credit-creating sense, but merely transferred funds from relatively well- 
supplied sources in London to deficit areas in up-country Brazil. These 
advances came to assume a large portion of the company’s balance sheet 
on either side of the First World War.” 

Although E. Johnston & Co. continued to ship coffee on behalf of 
Brazilian Warrant, it was already clear before 1914 that exporting alone 
would not yield adequate returns on capital. Accumulated coffee stocks 
abroad and the control of shipments by the State of São Paulo under 
its valorisation scheme in 1908 meant that exports were periodically very 
slack.’° But Brazilian Warrant’s extended capital base could now finance 
diversification to avoid dependence on exporting and allow the com- 
pany to respond to new business opportunities. Where were the gaps in 
the market? 

First, Brazil lacked adequate warehousing up-country and at the 
major railway termini and ports: the essential infrastructure of com- 
modity trades. Few farmers could store more than a fraction of their 
crops; dock and railway company accommodation was limited and 
expensive, especially at the harvest peak when demand was highest, and 
as a consequence coffee lay exposed and deteriorating at stations and 
ports like Santos. Moreover, without warehouses Brazil could not stock- 
pile coffee internally to await an upturn in prices, for example, or to 
hold a bumper crop. Instead she had to hire storage in the consuming 
countries, which depleted her hard currency reserves." 

Second, adequate storage was essential for an efficient warrant system 
which could expand credit supplies and encourage more widely accepted 
standards. Once coffee was graded and bagged in warehouses to await 
sale and shipment, the depositor (either a farmer or merchant) would 
be given a warrant as proof of delivery and quality; this was acceptable 
collateral for a bank loan. When the coffee was finally sold and the 
sale price (less warehousing expenses) returned to its owner, the bank 
loan could be repaid. In addition, the system removed differences of 
interpretation between buyers and sellers about quality, an enormous 
advantage in a large-scale business. Warehouse and warrant facilities, 
already accepted practice for many commodities in North America and 
elsewhere, also underpinned a terminal market with hedging and option 
facilities. Again, these were familiar features of world commodity 
trading.!8 Their absence in Brazil denied her a value-added component 
in terms of trading and market intelligence. 

Thus, in addition to purchasing E. Johnston & Co., which remained 
at the centre of the firm’s coffee business, Brazilian Warrant acquired 
two Santos companies which had been founded with largely local 
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FIGURE 1 
THE CORPORATE DEVELOPMENT OF BRAZILIAN WARRANT 
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capital, the Companhia Paulista de Armazens Gerais (CPAG) and 
later the Companhia de Armazens Gerais dos Estados de Minas e 
Rio, both of which handled produce under a warrant system in a net- 
work of bonded warehouses.'? They became wholly owned subsidiaries 
of Brazilian Warrant in 1909, as shown in Figure 1, and the number of 
stores was greatly extended in response to demand. By 1919 CPAG was 
the largest warehouse company in São Paulo with a capacity for three 
million bags. During the early 1920s such storage proved very profitable 
not only because of the increased size of the Brazilian coffee crop but 
also because financial weakness in Europe did not allow the consuming 
centres there to hold large stocks.” 
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Profitable warehouses, however, had to provide more than a mere 
storage facility. ‘... we have learned by experience’, a director wrote, 
‘that we do not make money on the simple storage of coffee but by han- 
dling it by machinery’.2! Coffee was, therefore, mechanically graded, 
blended, bagged and shipped for both foreign and local merchants. 
After the seasonal peak in demand in the five months following the July 
harvest, warehouse space earned less revenue during the rest of the 
year. Consequently, other commodities such as sugar, beans, rice and 
cereals were also stored. 

In 1909, Brazilian Warrant also invested in a partially owned sub- 
sidiary, the Companhia Registradora de Santos, which operated on the 
lines of the London Produce Clearing House, filling another gap in the 
provision of services.” The acquisition operated a coffee exchange 
which registered sales and purchases, facilitated futures trading on 
margins, arbitrated in disputes and saw to the liquidation of contracts. 
It also arranged hedging. Charles Johnston wrote to his father in 
glowing terms about how the purchase might revolutionise the coffee 
business: 


There are great possibilities for the company and it is hard to see 
where it might lead us if it develops into a properly constituted 
clearing house. In that event stocks may be held on this side rather 
than in consuming markets and the centre of gravity would then 
shift from New York to Santos.” 


Of crucial importance for the success of Brazilian Warrant’s businesses 
was the means to transport coffee once it had arrived in Santos by rail. 
The increasing inflows of coffee placed enormous strain on the capac- 
ity of the local cartage companies whose charges rose accordingly and 
whose services were punctuated by industrial disputes. ‘. . . we shall do 
better’, one of the directors argued in 1911, ‘to have our own private 
service’.24 Hence, the following year, Brazilian Warrant formed the 
Companhia União dos Transportes in Santos which combined a num- 
ber of cartage firms. The assets included some 2,000 mules, carts and 
motorised wagons — the company later experimented with electric 
traction — as well as property in the form of stables and garages. 
Industrial action hindered early progress, but by the 1920s business had 
expanded although returns were at best modest owing to the high costs 
of operation and the rapid depreciation in the value of the vehicles. But 
what the company provided was useful to Brazilian Warrant, further 
integrating the parent company’s storage and warrant operation with its 
complementary service between railhead and warehouse. 

Brazilian Warrant also developed closer links with its markets abroad, 
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where the firm was represented by agents. “The business is passing here’, 
wrote Charles Johnston from Santos, ‘to those firms which are most 
strongly represented in consuming centres . . . I think we should do 
better by taking a step nearer the consumer’.~ Agents in Europe 
became more closely associated with Brazilian Warrant as shareholders 
and, in some cases, as directors. In a deliberate policy to ensure that its 
interests were properly represented, Brazilian Warrant canvassed lead- 
ing European importers to take up equity and offered seats on the 
Board to two of its main agents, Julius Duessen(Hamburg) and Joseph 
Danon (Le Havre). The importance of the American market, however, 
required a different approach. It is clear from Charles Johnston’s tour 
of clients there in 1906 and that of his father, Reginald, five years later, 
that all was not well. In what is a familiar development, Brazilian 
Warrant replaced its representatives in New York and New Orleans, the 
main destinations for coffee, with wholly owned subsidiaries incorpo- 
rated under the parent company’s name to sell shipments to importers 
and roasters.” 

Brazilian Warrant could not invest further in Europe or the United 
States by importing direct or coffee roasting without alienating its 
traditional client base. But in the United Kingdom, still a minor coffee 
consumer, the field was more open. Thus, some £50,000 capital and an 
annual subsidy of £10,000 set up the State of São Paulo Pure Coffee 
Company in 1909 to promote the consumption and prevent the 
adulteration of coffee in the United Kingdom. The firm developed its 
own blend of pure roasted coffee under the Fazenda brand name, 
experimented with concentrates and canvassed for trade among grocers 
and government contractors.” The venture’s timing was ill-judged. 
Although the firm secured contracts with Lyons, British coffee 
consumption remained stubbornly low and the United Kingdom market 
preferred the taste of empire produce. Lacking both transport and 
shops, the company simply could not market Fazenda either to the 
public or to retailers. “There is no question’, wrote Charles Johnston, 
‘that people like the coffee, the difficulty is to . . . insist on the grocers 
supplying it’.24 Moreover, the First World War created a drastic short- 
age of tins, boxes and paper, which seriously damaged the firm’s 
distribution plans, and HM Government restricted the import of all 
coffee into the United Kingdom from February 1917. 

After the First World War, investment in warehousing and ancillary 
activities continued to pay, but the prospects for further expansion 
looked unpromising. By the mid-1920s the São Paulo State Govern- 
ment had built its own stores in the Interior which supported its 
policy of defending the price of coffee. Farmers now used these official 
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warehouses rather than those run privately, a development which 
represented ‘a great blow’ to operators like Brazilian Warrant.” Other 
firms were also in trouble. The Registradora company at Santos closed 
during a brief civil war and did not resume its former operating level. 
Rumours had circulated before the First World War that the State 
Government intended establishing its own coffee exchange or caixa, and 
Brazilian Warrant had tried to forestall this by offering a joint venture 
— although nothing came of it. Charles Johnston argued that ‘if we give 
a satisfactory service ... we have every chance of eventually becoming 
the recognised clearing house .. . even if we do not have a concession 
from the Government’.” Things did not turn out like that. By the 1920s 
the authorities had established their own caixa, with a consequent loss 
of business for privately operated concerns which could not offer the 
same guarantees. 

Brazilian Warrant’s response was to develop backward linkages into 
coffee plantations and estate management. Although it is dangerous to 
overemphasise the rationality of past business decisions, this strategy 
must have seemed reasonable at the time. It appeared logical to acquire 
plantations and ship the company’s own coffee in a fully integrated 
operation from the farm to the consumer. Moreover, the permanent cof- 
fee defensa policy of the São Paulo State Government, which raised 
prices and protected the fazendeiro, suggested that production was 
likely to be more profitable than either warehousing or exporting coffee. 
The short-run impact of drought in 1924 and the longer-run influence 
of generally improving commodity prices and stronger demand in the 
United States increased the value of coffee in the mid-1920s from the 
low levels earlier in the decade. Furthermore, the depreciation of the 
milreis encouraged the investment of profits in Brazil, in preference to 
loss-making sterling remittances to the United Kingdom. 

In 1920, the Companhia Agricola Fazendas Paulistas (CAFP), which 
_ farmed 21,000 acres near the Paulista Railway, had been incorporated 
‘as a wholly owned subsidiary of Brazilian Warrant. This, the directors 
admitted, ‘is the class of business we are particularly out to attract and 
develop’.*! In addition to coffee growing there was capacity for cotton 
and cattle raising, offering the possibility of diversification if coffee 
failed. In 1924 the Board purchased 140,000 acres of the Cambuhy 
Estate, a model fazenda, which, under largely British management, grew 
cotton, sugar and cereals as well as coffee.** Brazilian Warrant’s estate 
now totalled 3.5 million coffee trees, making it the third largest in the 
Republic. The deal, shareholders were told, was ‘the result of the delib- 
erate policy of the Board to lean more upon coffee growing and less 
upon trading in the article, which has become year by year a more and 
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more difficult operation’. Brazilian Warrant attempted to establish 
another brand name when it marketed Cambuhy coffee from its estates, 
a development which also gave the company greater control over the 
quality of its coffee for export. In 1925 a separate operating company, 
Cambuhy Coffee & Cotton Estates, was floated in London. It was 
financed through £350,000 preference shares open to the public, 
£500,000 equity held by Brazilian Warrant and a loan, effectively, of 
£125,000, from the Anglo-South American Bank.” In 1926 Brazilian 
Warrant paid a further £175,000 for a third major estate, which it man- 
aged through a local flotation, the Companhia do Rio Tibiricga.* For all 
three estates Brazilian Warrant acted as bankers and agents, drawing 
commissions for its services. Agency work — for shipping and insurance 
companies — had always been a feature of the company’s operations, but 
it was now estate management that offered a way forward. This new 
emphasis, which encouraged the Board in 1925 to rename the firm the 
Brazilian Warrant Agency & Finance Company, developed rapidly. The 
company took on additional business as managing agents of indepen- 
dent concerns like the San Paulo Coffee Estates Company and the São 
Paulo Land Company. 

In a recent article Richard Roberts has shown how the structure of a 
firm’s balance sheet can suggest much about the nature of its business 
activities. A similar inspection of Brazilian Warrant’s accounts in 
selected years reveals its changing pattern of business in favour of fixed 
investments in subsidiaries. In 1913, the last ‘normal’ year before the 
First World War, the company’s assets were about one-quarter fixed, 
with the rest in the form of advances, debtors and cash (see Table 1). 
In 1938, however, fixed investments in subsidiaries, government stock 
and equities represented 70 per cent of the firm’s assets.” 

By the late 1920s, therefore, Brazilian Warrant controlled a sub- 
stantial group of coffee-related companies in Brazil, North America and 


TABLE 1 
BRAZILIAN WARRANT’S ASSETS, 1913, 1926 AND 1938 


1913 1926 1938 

% % % 
Stocks, e.g. coffee 6.1 29 2.9 
Santos property 3.6 2.0 4.6 
Fixed investments 19.5 54.1 65.8 
Advances, debtors, receivables 53.8 36.8 9.4 
Cash 15.7 3.8 17.1 


Source: Brazilian Warrant’s Balance Sheets, Guildhall Library, London. 
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the United Kingdom. It had greatly extended E. Johnston’s product 
range and could exploit considerable economies of scale. It enjoyed 
a presence at every stage in the marketing chain, from the farm gate 
in Brazil to the dockside in New York and Hamburg or to the break- 
fast table in Britain. It offered an integrated service to clients which 
included the finance, insurance and shipment of coffee inside Brazil as 
well as to consuming markets abroad. From the core business in Santos 
Brazilian Warrant had invested in backward and forward linkages 
throughout the coffee trade. Its business combined both trade and fixed 
capital, which carried with it enhanced responsibilities for management 
and control. 


mMm 


Managing a company based in three countries presented formidable 
problems in the nineteenth and early twentieth centuries. The original 
partnership was, in fact, formed of two houses, E. Johnston, Son & Co. 
in London (originally Liverpool), and E. Johnston & Co. in Santos. 
The division of a business between two or more partnerships, each at a 
different centre, was a familiar device in the nineteenth century to 
protect that business should one of the partnerships go under.” The 
London office was essentially the headquarters where the senior 
partners issued instructions to their juniors in the Santos house. The 
quickening of steamship services across the South Atlantic and the 
coming of the telegraph during the 1870s both improved communica- 
tions, but the scope for orders to be ignored or misinterpreted (whether 
by accident or deliberately) remained wide. Such organisational prob- 
lems were increased by the fact that Brazil, not Britain, was the most 
active arm of the business. In addition to the senior partners, the small 
London office would have contained merely a secretary and a few clerks 
responsible for letter writing and for communications with buyers in 
continental Europe. They would send out samples and collect orders 
for onward transmission to Brazil.” All the real business of buying, 
classifying and shipping was done in Santos, where the company 
occupied a large office site in a very desirable part of the city’s com- 
mercial quarter. 

The formation of Brazilian Warrant naturally created new difficulties, 
especially the problem of how to manage a much bigger and diversified 
business. A considerable literature has developed which suggests that 
essentially family-based firms like E. Johnston & Co. and its successor, 
Brazilian Warrant, found it hard to match the managerial expertise of, 
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for example, American companies which seemed more ready to recruit 
outside managers. Either Britain’s family concerns refused to share 
power with outsiders, or a supply of trained and talented but footloose 
businessmen was unavailable.” In fact, ensuring an adequate supply of 
managerial talent was not a new problem for the company. Even the 
old partnership had had to face this issue whenever a gap occurred in 
the family’s ability to run its own business. In the last quarter of the 
nineteenth century, for example, three generations of Johnstons could 
not supply sufficient managerial expertise because death and retirement 
robbed the firm of actual and potential partners, while other members 
of the family declined to enter the business.*! But the Johnston influence 
remained strong, even after 1900 when Charles Evelyn Johnston, the 
grandson of the founder, returned to London after a commercial 
apprenticeship in the Santos office, becoming a director and chief 
executive of Brazilian Warrant. 

How could additional managerial expertise be obtained? The use of 
agents in Brazil was one possible solution. The problem here, however, 
was the familiar agency problem of control. Agents might not devote 
their time exclusively to their principals’ interests. E. Johnston & Co. 
and Brazilian Warrant, therefore, closed the gap by recruiting pro- 
fessional managers, effectively sharing power between the founding 
family and outsiders. What sort of men were attracted to a career in 
Brazil? In the days before any British firm considered using local 
executive talent, young men would be recruited as potential managers 
in Brazilian Warrant because of their family or school background or 
because they were known to the directors. During the 1920s, for 
example, W.T. Sandall, the son of one of Brazilian Warrant’s resident 
managers in Brazil, was appointed as a clerk while Robert Barham, the 
son of the English manager of the Santos branch of the London River 
Plate Bank, also joined the company. After being interviewed in 
London or Santos, candidates would, if considered satisfactory, be sent 
to one of the Brazilian branches. The office in Santos became largely 
staffed by young Englishmen, although German or even Brazilian clerks 
did the routine jobs. 

How were these managers trained? Given the balance of work 
between the United Kingdom and Brazil, no formal induction could be 
given in London before dispatching a man to Santos. Training had to 
be ‘hands-on’; experience could not be acquired except in Brazil itself. 
The qualities needed by these recruits were those that probably served 
colonial administrators well: honesty, opportunism, a grasp of detail, a 
sense of fair dealing and a capacity for hard work. A young man could 
expect to go to Brazil for three to four years before being granted home 
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leave. Those who proved successful in their managerial apprentice- 
ship abroad would eventually return home, first as partners, and then 
as directors of public or private limited companies.* 

How did the senior partners minimise their business risks when they 
could not formally train managers in London? Geoffrey Jones suggests 
that British banks overseas employed socialisation strategies which 
imbued recruits with a corporate spirit in order to control their actions. 
Management abroad was not hidebound by rules and regulations, but 
characterised by flexibility and trust. This model certainly seems to be 
one adopted by Brazilian Warrant and its predecessor. Professor Jones 
argues that male bonding was used to instil a sense of corporate feeling 
in the form of ‘chummeries’ where foreign male residents lived together 
in houses abroad.“ Edward Greene, who later became a partner in 
E. Johnston & Co. and Managing Director of Brazilian Warrant, 
exemplifies the process by which outsiders were recruited to the firm. 
When he arrived. in Santos in 1891 he joined a group of British 
businessmen in a chacara or country house. There was a shifting 
population at the chacara as newcomers replaced men who left to be 
married or who simply moved on to another posting.© Relationships 
with women were seen as disruptive to a business career; young 
managers often needed the permission of their seniors if they married 
before the age of 30 and wives might be ‘screened’ for their suitability. 
Learning Portuguese and German was encouraged but marrying a local 
woman was not and might well result in dismissal. Behind what may 
seem irrational prejudices from the perspective of the late twentieth 
century lay practical motives. The young men sent to Brazil worked long 
hours and at weekends.“ The coffee business required their extended 
absence on uncomfortable journeys up-country and they would see 
little of their families. Although, as Jones has remarked, this manager- 
ial system looks fragile compared to the formally trained managerial 
hierarchy of American multinational companies, it seemed to work with 
fewer crises than might be expected. An employee’s loyalty and 
commitment to the firm could be rewarded by the prospect of lifetime 
employment and promotion in much the same way that Japanese firms 
operate today. 

Different managerial difficulties confronted Brazilian Warrant in 
the years just before and after the First World War when it combined 
trading with investing. It had to face the widely recognised problem of 
a company’s structural response to changes in its strategy. The problem 
was both qualitative as well as quantitative. In 1912 Charles Johnston 
questioned the firm’s management capacity, especially in Brazil, viewing 
with alarm: 
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the number of shows for which we are becoming responsible for 
running. [It was] becoming clear that the Santos branch combines 
too many businesses to be run by one man on present lines and 
we shall aim at a greater subdivision of the business.” 


By the 1920s, Brazilian Warrant had created an essentially tripartite 
structure which lasted largely unchanged until the 1950s. First, there 
were the company’s wholly owned branches. The main Santos office, 
which reported directly to London, was divided into separate operating 
cv based less upon the conventional commercial functions and 
more lupon its main business lines, as shown in Figure 2. Each one was 
headed by an assistant manager.” At the heart of this structure lay the 
key coffee and exchange departments. At the same time branches were 
established elsewhere in Brazil at Rio de Janeiro, São Paulo and 
Pananagua, as well as in New York and New Orleans. In 1923 a further 
office opened at Vitória, the ‘youngest daughter of the Johnston and 
Brazilian Warrant family’. These branches received instructions from 
both London and Santos. Second, there were the wholly and partly 
owned operating companies (shown in Figure 1) which were largely in 
business around Santos. In a not altogether satisfactory compromise, 
Brazilian Warrant appointed two managers at Santos to whom the 
sub-managers of these subsidiary concerns reported. Third, of course, 
Brazilian Warrant continued to employ a network of agents who 
depended less upon the company’s payroll and more on fees and com- 
missions for their earnings. The firm’s agents were retained up-country 


FIGURE 2 
BRAZILIAN WARRANT: ORGANISATIONAL STRUCTURE (c 1925) 
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in Brazil as buyers and at the main European ports like Antwerp and 
Hamburg which received the coffee. 

Inevitably, such a structure raised staff costs, especially as many of 
the managers were partly rewarded on a commission basis. Charles 
Johnston admitted he was ‘rather aghast at the enormous salaries and 
percentages we stand committed to’.® By the 1920s staff numbers in 
Brazil had risen to more than 250, of whom 50 had been recruited 
in Europe. Moreover, the increased scale of operations forced the 
company to move out of its London headquarters in Great St Helens 
into new offices in King William Street. The Board also started a 
Provident Fund for its employees to which it made annual contribu- 
tions.” 

However, almost certainly a major weakness remained: the ques- 
tion of accounting practices left over from the old days of the original 
merchant house. This problem would prove increasingly troublesome as 
Brazilian Warrant expanded and as posts had to be filled by outsiders. 
Other firms faced similar difficulties. According to Wallace Hunt, 
Balfour Williamson lost substantial funds through defalcations and 
there seemed not to have been tight internal auditing procedures.** The 
high status traditionally enjoyed by the bookkeeper at Santos suggested 
that Brazilian Warrant recognised the problem. Moreover, the firm’s 
changing organisational structure made the company face the problems 
of financial control but it found experienced accountants hard to recruit. 

It is not clear that Brazilian Warrant’s management structure fol- 
lowed either of the two main business forms adopted by companies on 
both sides of the Atlantic: the functional model where policy-making 
and the functional specialisms are centralised or the more decentralised 
multi-divisional approach where each unit retains some independence. 
Indeed, there is evidence of both centralising and decentralising 
approaches. One member of the Board managed the London Office, 
another was normally resident in Brazil, and the directors still seemed 
to exercise considerable strategic as well as tactical control. However, 
during the recession of the 1930s the head office in London was reduced 
to less than 20 staff. The decrease in Britain’s entrepôt trade, together 
with direct communication (by sea and telegraph) between Brazil and 
the European coffee markets, reduced the need for London’s inter- 
mediation. Furthermore, separate companies (British or Brazilian) were 
set up for several of the assets purchased by Brazilian Warrant. Each 
had its own Board, although the parent company provided some of the 
directors, and they seemed to operate as almost independent profit 
centres. London remained responsible for financial management and 
control, the local board for day-to-day business. 
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What is evident, however, is that the directors recognised the need 
for structural change as a result of the company’s extended business. 
Further, the recruitment of outsiders to share the managerial burden 
was accepted at Brazilian Warrant despite the continued presence of 
the founding family. Indeed, the survival of the family’s control into 
the 1920s was in no small measure due to its willingness to share 
its patrimony. In a sense, therefore, the firm stood at the interface 
between partnership and incorporation and between family and pro- 
fessional management. These developments, in addition to publicly 
raising equity, suggest that even quite small firms could adapt fairly 
smoothly to new business methods. By the inter-war years Brazilian 
Warrant had developed a managerial structure to meet its strategic 
needs. 


IV 


The years from the 1930s until after the Second World War mark the 
decline of Britain’s interests in the Brazilian coffee trade. It was a period 
of crisis and change for Brazilian Warrant as it was for so many British 
companies operating abroad during the Great Depression. E. Johnston 
& Co. was one of only two large British shippers left in Brazil by the 
1940s. The other firm, Naumann Gepp, became a locally registered 
company in 1942, retaining only tenuous links with its parent company 
in London.” In 1952 Brazilian Warrant was sold to a Brazilian financial 
group, effectively ending continued British presence in the coffee trade. 
What brought about this withdrawal? 

Despite the depression, E. Johnston exported large quantities of 
coffee during the 1930s since the volume (as opposed to the value) 
of exports from Rio and Santos did not greatly fall after the initial 
collapse in shipments. Indeed, world consumption as a whole continued 
to rise, if more slowly than production. Johnston’s particularly active 
markets in Scandinavia and Holland were least hit by the depression 
whereas firms which concentrated upon the United States or Germany 
suffered more. Consequently, Johnston’s market share of Brazil’s coffee 
exports actually rose But the counting of bags does not reveal the full 
extent of the depression on Brazilian Warrant’s business interests before 
the Second World War. Whatever diversification and integration the 
directors planned for Brazilian Warrant, nothing could have prepared 
them for the economic problems of the 1930s. The Brazilian 
Government’s policy was to retain coffee up-country, rather than 
selling harvests immediately, in the hope of raising prices. This meant 
that advances made to farmers secured on their crops took months, if 
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not years, to liquidate. The company’s fortunes were clearly linked to a 
falling commodity in a country facing serious economic difficulty. 
Although conditions slowly revived from 1933 to 1934, the damage 
was done. 

The data do not enable us to distinguish clearly which parts of 
Brazilian Warrant were performing well and which poorly in the 1930s. 
The transport company tended to operate at a loss and, in particular, 
the investments in plantations began to look questionable. Despite 
assertions that the estates remained in excellent condition, they paid 
paltry returns in the years before the Second World War although the 
parent company continued to draw the usual management fees and 
commissions. Throughout the 1930s Brazilian Warrant struggled to 
make a failing business pay by diversifying into other plantation crops 
like fruit and cotton, but without much success.” Their prices were also 
low and it cannot be assumed that the skills necessary for one crop, 
coffee, are immediately transferable to others. 

As critical to the company’s interests as the collapse in prices was the 
depreciation of the milreis. Investments which had been made in Brazil 
at, say, 16d (6.5p) were reduced in value by two-thirds as the milreis 
sank to 5d (2p) to the pound. Although some parts of the group, like 
E. Johnston, acquired foreign exchange through exporting, much had to 
be returned to the Banco do Brasil. Other assets, the warehouse and 
transport companies, earned only local currency. It became virtually 
impossible to remit profits from Brazil, so huge would be the exchange 
losses in the company’s sterling account. It would be better to wait in 
the hope that the exchange rate would improve. Under such conditions 
no further capital would come from the United Kingdom while existing 
investments could not be sold. Property in Brazil remained grossly over- 
valued in the company’s books. 

How can the extent of Brazilian Warrant’s problems be measured? 
Raw figures in company reports and dividend payments are notoriously 
unreliable guides to corporate profitability. But a reworking of the firm’s 
published accounts for each year from 1912 can indicate return on 
capital employed, although this common yardstick of performance can 
be defined in a number of ways. The first choice is whether to use net 
profit (that is, after allowing for depreciation) before or after British and 
Brazilian taxation. Net profit after tax, which represents what is avail- 
able to the shareholders, has been used here. Second, which measure of 
capital employed should be calculated? A very narrow definition may 
simply regard capital employed as equity, the funds owned by the share- 
holders, while a very wide definition might include the total funds in the 
business that have actually to be repaid, in other words not just equity, 
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TABLE 2 
BRAZILIAN WARRANT: RETURN ON CAPITAL EMPLOYED, 1912-41 


1 2 3 4 5 % 
Capital Employed Net Profit 5/4 x 100 
After Tax Return on 
Equity Preference Reserves ‘Total (£000s) Capital 
(£0003) (£000s) (£000s) (£000s) Employed (%) 
1912 600 600 88 14.7 
1913 600 50 600 95 14.6 
1914 600 249 100 949 93 9.8 
1915 613 249 160 1,022 79 7.7 
1916 613 249 150 1,012 54 53 
1917 713 249 160 1,122 76 6.8 
1918 713 249 200 1,162 128 11.0 
1919 890 383 250 1,523 123 8.1 
1920 1,000 500 100 1,600 34 2.1 
1921 1,000 500 50 1,550 2 0.1 
1922 1,000 500 150 1,650 231 14.0 
1923 1,000 500 250 1,750 209 11.9 
1924 1,000 500 300 1,800 170 9.4 
1925 1,000 500 300 1,800 82 4.6 
1926 1,125 500 300 1,925 -22 -1.1 
1927 1,125 500 200 1,825 57 3.1 
1928 1,125 500 225 1,850 109 5.9 
1929 1,125 500 225 1,850 38 2.1 
1930 1,125 500 225 1,850 44 24 
1931 1,125 500 215 1,840 56 3.0 
1932 1,125 500 215 1,840 42 23 
1933 1,125 500 215 1,840 —43 -2.3 
1934 225 500 200 925 33 3.5 
1935 225 500 175 900 -25 -2.8 
1936 225 500 175 900 36 4.0 
1937 225 500 120 845 -26 -2.8 
1938 225 312.5 120 7575 48 6.3 
1939 225 312.5 120 7575 51 6.8 
1940 225 312.5 120 757.5 46 6.1 
1941 225 312.5 135 TNS 91 11.3 





Source: Brazilian Warrant’s Balance Sheet, Guildhall Library, London. 


debt and reserves but all working capital. In this paper ‘capital’ refers 
to equity, preference stock and reserves since the available calculations 
of net profit have already taken account of the costs of the payment to 
lenders of other forms of (working) capital such as bank overdrafts. 
The return on capital employed thus shows the earnings available to 
Brazilian Warrant’s shareholders after all deductions. 

: This measure indicates the nature of the business problems Brazilian 
Warrant faced, as Table 2 shows. Following the good results immed- 
iately before and during the First World War, return on capital 


104 BUSINESS HISTORY 


employed during the 1920s averaged just over six per cent, but during 
the 1930s it sank to three per cent or less as the company experienced 
the effects of the Great Depression in general and the coffee crisis in 
particular. Good and bad years are easily identified during the 1920s. 
For example, the excellent returns in the years 1922-24 are obviously 
associated with the windfall earnings from the company’s participation 
in the third valorisation scheme while the poor results of 1921 are linked 
to the post-war recession and its accompanying collapse in primary 
prices. 

Furthermore, to analyse a company’s financial position it is useful 
to use gearing measures which reveal a firm’s long-term capital struc- 
ture, enabling comparisons to be made between fixed interest (loans) 
and fixed dividend (preference shares) as sources of funds on the 
one hand and equity on the other. It seems that Brazilian Warrant’s 
gearing ratio was almost certainly too high as net profit after tax 
was sometimes barely enough to cover the £35,000 needed to meet 
the seven per cent interest payments on the preference stock. The 
importance of gearing is that fluctuations in net income may have 
disproportionate effects upon the returns accruing to equity holders 
(and hence upon the price of ordinary shares) in the case of a highly 
geared company. 

In addition to the low returns on capital employed, wholesale capital 
reconstruction during the 1930s indicated the extent of the problem for 
Brazilian Warrant. The depreciation of the milreis reduced the value of 
Brazilian Warrant’s fixed assets in Brazil, as it did for many British 
companies in Latin America during the 1930s. Capital was twice written 
down during the decade so that by 1939 its issued shares of under 
£600,000 represented a third of the figure in 19202? Such an out- 
come prompted what amounted to a boardroom coup which voted 
out the directors who had piloted the company through the 1920s. 
By the outbreak of the Second World War there were only two remain- 
ing links with the original Johnston partnership which had floated 
Brazilian Warrant in 1909. First, Edward Greene’s son, one of the firm’s 
managers in London became a director. Second, Brian Johnston, the 
son of Charles Evelyn and a great-grandson of the founder, joined 
the firm in 1934, the last member of the family to be associated with the 
company.” 

After the Second World War, despite the higher price of coffee, 
conditions remained uncertain for Brazilian Warrant. Undoubtedly, 
competition among the exporters became even fiercer and neither 
Naumann Gepp nor Johnstons could make much impact on the market 
share of the United States and German houses. T. Wille twice bounced 
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back from the two wars, drawing upon its Brazilian registration to 
survive after 1945. Moreover, new entrants like Anderson Clayton, one 
of the largest cotton shippers, used their Brazilian experience to launch 
a sustained attack on the coffee trade.®! American coffee operations 
were also much more integrated, doing away with the need for a 
specialist exporter. Increasingly, as well, local Brazilian exporters were 
claiming a larger share of shipments.™ 

Furthermore, exchange and tax controls now operated by both 
Britain and Brazil held back the company’s development. For example, 
fresh investment was not forthcoming from the United Kingdom, 
leaving Brazilian Warrant short of long-term capital. “The present 
hopeless tax situation’, wrote one observer, ‘. . . is forcing English 
interests out of the picture’.~ British companies also faced particular 
difficulty in recruiting younger managers with new ideas to Latin 
America. As long as Brazilian Warrant refused to employ local execu- 
tives the firm had to rely on expatriates, the supply of whom was drying 
up in the post-war world.“ Brazil did not offer a particularly friendly 
business environment for the British, and better prospects for young 
men considering a career abroad could be found in the Dominions or 
in Europe. 

Nevertheless, Brazilian Warrant was an attractive proposition for 
either Brazilian or American buyers who were unencumbered by British 
monetary and fiscal controls.© Britain’s devaluation in 1949 had raised 
the company’s sterling value in Brazil and its share price rose somewhat 
in London. Among its assets the coffee estates, especially Cambuhy, 
were highly desirable as the price of coffee increased after the war, and 
E. Johnston was still among the top ten shippers from Santos. Results 
in 1949, boosted by the devaluation of sterling which created a windfall 
gain of some 40 per cent on Brazilian earnings (which were linked to 
dollars), had been particularly good, even though the company’s British 
shareholders found their dividends could not be fully repatriated. 
The end came quickly. When in 1952 a reasonably generous offer for 
the company came along from Warburgs acting for a Brazilian group, 
almost all the shareholders sold their equity. Attempts were made to 
interest Schroders in the sale on behalf of an American consortium, 
as much to bid up the price of the company’s assets, but nothing came 
of it. As one of Schroders’ executives sighed, ‘since the dividend return 
is pretty much limited . . . shareholders may be only too willing to seize 
some cash rather than the promise of something to come in the future’.” 
The equity was finally sold at seven times the quoted share price in 
London. In the final analysis those long-suffering shareholders who 
hung on during the 1930s may have done quite well. 
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Vv 


‘Any history of a single company’, explained James Smyth recently, ‘is 
by its very nature a limited exercise. Even as a case study, it is difficult 
to judge how representative any particular firm can be, especially ... 
when the firm is distinctive due to its actual success and longevity.” The 
story of Brazilian Warrant confirms this judgement. What, however, 
does seem a fair conclusion is that this paper reinforces at a micro-level 
what is known elsewhere about the development of British direct invest- 
ment overseas and it also offers some new insights. 

British multinational business is associated with the activities of 
reasonably high-profile companies but there may well have been other 
much smaller firms, now effectively defunct, which also operated in 
the same way. A trading company like Brazilian Warrant was clearly 
a type of multinational enterprise. In an early article on European 
(including British) headquartered multinational enterprise Mira Wilkins 
explicitly stated that the origins of American multinational enterprise 
went back to the colonial period when merchants installed members of 
their families in distant locales.” In the American case, she found little 
continuity between these family ventures and the evolution of modern 
American multinationals. What may be emerging from this example and 
others, for instance from Chapman’s research, is that there is more 
continuity in the British case. 

This article suggests that an essentially family firm which embraced 
imcorporation could make the successful transformation to multinational 
operation. The problems of raising capital and of hiring managerial 
expertise were not insuperable obstacles. Brazilian Warrant experi- 
enced no obvious capital shortage until the depression of the 1930s and 
subsequent exchange controls during the 1940s and the company was 
clearly alive to the issue of managerial control which was bound to 
emerge during rapid corporate expansion. As Roy Church has recently 
suggested: ‘the enlightened recruitment of senior managers from out- 
side the family can offer major advantages’.”! 

Is Brazilian Warrant another example of Chapman’s investment 
groups or a free-standing company of the form suggested by Mira 
Wilkins? The evidence is contradictory, the more so as the case of 
Balfour Williamson is included by both scholars in their typologies. It 
may be, of course, that the two approaches are in consonance with one 
another since a free-standing company could be part of an investment 
group but it may be, too, that the two concepts are different, although 
they overlap at the edges. Where does Brazilian Warrant fit in? On the 
one hand, despite appearances, some of Brazilian Warrant’s features 
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were not typically those of an investment group. It was not merely at 
the centre of an investment portfolio but remained a commercial rather 
than a financial undertaking. It did not accept large overseas deposits, 
as many of Chapman’s investment groups seemed to have done. It was 
much more than a managing agency as it also operated substantially on 
its own account. The deliberate strategic creation of a group of under- 
takings around a single core commodity business in coffee seems to be 
closer in spirit to the South African mining companies quoted by Turrell 
and Van-Helten in their revision of Chapman’s seminal work.” 
Brazilian Warrant’s planned acquisition policy contrasts, perhaps, with 
the more opportunistic patterns of portfolio diversification typical of 
investment groups. On the other hand, Brazilian Warrant’s essentially 
integrated operations involving backward and forward linkages through 
associated companies suggest that the label of free-standing company 
may also be inappropriate. Moreover, although the heart of the business 
lay in Santos, London did more than merely collect fees and dividend 
warrants. 

To be fair, neither Chapman nor Wilkins sought to pigeon-hole 
British overseas investment. They described what they found as they 
studied the evidence. Chapman in fact pointed out that no single model 
could embrace the diversity of British overseas enterprise and he 
remained cautious about the application of the term ‘investment group’ 
to undertakings in Latin America where special regional features may 
be important.” Something of a hybrid itself, Brazilian Warrant illus- 
trates the difficulties of establishing typologies. In addition, of course, 
Brazilian Warrant’s operations are largely post-World War I whereas 
the models posed by Chapman and Wilkins are largely confined to the 
pre-1914 years. What is clearly needed is more evidence for the later 
period. 

What the study also suggests is that the application of the Platt the- 
sis to the Brazilian coffee trade (as well as to UK multinationals like 
Shell and British-American Tobacco) needs some care. Far from being 
ready to jump ship in response to deteriorating market conditions as 
1914 approached, the Johnston family, through the creation of Brazilian 
Warrant, actually increased Britain’s stake in the coffee business. Some 
British houses may have found themselves marginalised in coffee, since 
they did not enjoy a high enough turnover or sufficient economies of 
scale to make continued participation worthwhile. They may have with- 
drawn altogether or specialised in other business lines, but there were 
no signs of this from Johnstons. Indeed, quite the reverse. The trader 
had also become an investor although outside capital was needed since 
the company did not have at its origin enough internal resources to run 
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the business. Of course, the coffee trade may have been exceptional. 
It was not possible for British firms to relocate in the Empire before 
1914 because no imperial supplies of coffee were large enough to attract 
their attention. Alternatively, it may be that the withdrawal from Latin 
America noted by Platt was only selective. The consolidation of the 
Vestey empire in meat-producing after the First World War contrasts 
with the reduced role of Antony Gibbs & Sons in the nitrate trade 
between the war.” 

Consequently, the year 1914, so often the benchmark for change, may 
not be such a clear turning point for British commercial interests in 
Latin America. The main features of Brazilian Warrant’s trading appear 
little different in the early 1920s from those experienced before the First 
World War. What brought British coffee interests up with a jolt were 
the disastrous economic conditions after 1929, the Brazilian authorities’ 
permanent intervention in the trade and the changed climate for foreign 
exchange before and after 1945. These were the problems which forced 
their withdrawal from Brazil, not the commercial conditions before 
1914, which were manageable with care and attention to new oppor- 
tunities. From the 1930s to 1950s, by contrast, the problems were much 
more formidable. 
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These ten volumes represent the most adventurous and worthwhile exercise in 
economic history for many years. Each of the volumes deals with a separate 
topic in the history of money and banking in the period 1650 to 1850, and each 
contains a collection of contemporary pamphlets, Acts of Parliament or articles 
selected by the editor. The various pieces in the collection are reproduced 
photographically, as they were originally printed, and, on the whole, the quality 
is quite satisfactory. The first volume contains an all too brief introductory essay 
by the editor which ‘aims at capturing the essence of the major issues, debates 
and developments’. The various sub-headings in this essay are really far too 
short to capture the essence of the topics discussed but, read in conjunction 
with the related volume, they do provide a starting point for reading the books 
and getting to prips with the various issues. The avowed aim of the editor and 
publishers is to provide ‘easy access to the most important contributions’ to 
the history of banking and money. They have achieved this in abundance and, 
in addition, have included many of the not so important contributions which, 
nevertheless, throw much light on the subject. Any quarrel which readers, 
or reviewers, might have with the editors’ choice of material will be modest in 
relation to the value to be derived from having access to this important 
publication. 

Volume 1, simply titled ‘Money’, gives some measure of the depth of 
scholarship which has gone into the production of these books. For Professor 
Capie has eschewed the selection of many of the obvious, better known, scripts 
in favour of those which bring interest to the topics, as well as enhancing our 
understanding of them. The first selection is an anonymous letter of 1676 which 
explains in some detail how it was that Goldsmiths changed their traditional 
ways of doing business and became bankers. It is both an interesting and a 
curious piece and in it can be found all the distrust, and distaste, for those 
who lend money which has been a mark of the public’s attitude to bankers 
throughout the ages. 

Other articles in this volume show, inter alia, that the Bank of England did 
not meet with universal acclaim when it was formed 300 years ago, and that 
‘stock-jobbers’ were blamed for runs on banks. Indeed it is hard not to read 
these volumes and reflect on public perceptions and feelings about banks and 
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financial institutions in the late twentieth century. Very little seems to have 
changed. The collection then moves through some of the great names of the 
eighteenth-century monetary debate — Law, Conduit, Hume and Liverpool ~ 
before concluding with two nineteenth-century contributions, from Ricardo and 
G.W. Norman. What is interesting to note here is the process whereby the role 
of banks in the economy is gradually marginalised by economists. Hume has 
them at the centre of his ideas, but the nineteenth-century contributions give 
them scant attention — the notable exception being the Bank of England. This 
relative neglect of banks by economists has continued to the present day. 

Volume 2 deals with the subject of usury and contains articles which show 
that even in the seventeenth century the church’s attitude to interest was no 
longer uppermost in people’s thinking about the subject. The two pieces by 
Culpeper and the single piece by his protagonist, Manley, (1660s), deal with the 
economic arguments in a clear and persuasive manner. What is visible in these 
contributions is the start of a movement towards the position that interest rates 
should be completely unregulated. Several of the eighteenth-century articles 
have more to do with matters of public finance than with usury itself, but of 
course the price of money is always a major factor in the thinking of any 
Chancellor. The argument that interest rates should be unregulated is articu- 
lated in the 1816 essay by Bentham, ‘In Defence of Usury’. The argument that 
usury is a good thing was, of course, part of a wider argument that trade should 
not be regulated either. The concluding piece in this volume is by the banker 
J.W. Gilbart, who seems to arrive at his anti-regulatory stance because all 
previous attempts at regulation have been found wanting: ‘all our attempts to 
regulate the currency have been productive of mischief and we shall be willing 
to let the currency regulate itself’. Professor Capie’s claim in the introduction 
that the usury laws were repealed in 1825 is misleading as they were not finally 
removed until 1854. 

Volume 3 is a somewhat slimmer book than the others and deals with the 
subject of the Financial Revolution. All the contributions cover the period 
1695-1721 and relate to the many new ideas about banks, financial management 
and public finance which were current at this time. Indeed one of the problems 
faced by the editor was the decision about which volume should house particular 
articles. So this volume does not incorporate all the material relating to this 
topic, some of which can be found in other parts of the collection. Nevertheless 
many of the great names of this period are to be found here — Briscoe, 
Chamberlain, Murray and Defoe are all included. Law is to be found elsewhere. 
Perhaps only the writing of Defoe is easily understandable by the modern mind. 
Indeed Defoe’s sardonic wit is very amusing: ‘The world being so full of 
politicians, and so many authors having of late turned statesman, it behoves me 
to lay everything down exceeding plain’. Nevertheless, notwithstanding the 
arcane nature of many of the contributions in this volume readers who wish to 
understand the subject more easily may still read with profit J.K. Horsefield’s 
British Monetary Experiments, 1650-1710 (1960). 

Volume 4 on English banking is a marvellously eclectic series of articles cov- 
ering the period 1675-1858. It begins with a piece by Thomas Turner of 1675 
which attributes most of the wrongs of a strained society to the actions of 
bankers and the Sovereign. It is a useful reminder that the case for bankers 
making a positive contribution to the development of an economy had to be 
made and could not just be assumed as some kind of universal truth. It may also 
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be an argument for saying that the study of modern British banking may 
satisfactorily start with the ‘Stop of the Exchequer’ in 1672. Such was the shock 
to the system occasioned by this event that it started many people thinking how 
the nation’s need for credit and coinage might be more efficiently supplied. 

There then follow a few of the ‘new ideas’ pamphlets about banking, 
culminating in Jansen’s measured piece on the history and proper business of 
banking. This may well be the first articulation of modern ideas about how a 
bank should be run. ‘A bank ought not by aiming at vast exorbitant gains, to 
spoil its credit; but on the contrary, ought by a judicious and cautious conduct 
to endeavour to maintain it so’. Here perhaps is the origin of the cautious 
banker who has been so misunderstood by historians. 

It is extremely puzzling that the editor included nothing in this volume from 
the eighteenth century. Instead the next article is W.M. Howison’s 1803 piece 
on paper credit which leads neatly to Scrope’s 1832 article on the rights of 
industry and the banking system. In both of these can be seen a dissatisfaction 
with the existing structures of banking, especially with the legislation which 
inhibits their development. Indeed Scrope also attacks the current vogue for 
co-operation, believing instead that only competition can promote an efficient 
system. Further contributions by an anonymous pamphlet writer and by W.J. 
Norfolk on the 1844 Bank Charter Act complete the volume. It is a little 
surprising, but also refreshing, to find nothing by Thornton or Wilson or any of 
the other more famous names who are normally quoted in the textbooks. The 
editor has clearly been at pains to introduce his readers to less well known 
participants in the debate whose thinking is, nevertheless, in the mainstream. 

Volume 5 deals with Scottish and Irish banks and savings banks. The first 
contribution is a pamphlet dated 1828 by Sir Henry Parnell which is part 
of a vast literature on the deficiencies of English banking and the merits of 
the Scottish system. It argues for a change to English legislation to curb the 
powers of the Bank of England and to promote competition. This is followed 
by an article of 1844 by W.E. Aytoun in defence of the Scottish system 
which was then under threat by Parliament of imposing legislation on Scottish 
banking just because it was needed in England. It is a trifle strange that the 
editor did not include, instead, the Malagrowther letters of Sir Walter Scott. 

A short piece on the calamitous state of Irish banking in 1760 is followed by 
the sixth edition of Thomas Joplin’s influential pamphlet of 1827. This pamphlet 
is quite similar to Parnell’s. Why the sixth edition was chosen rather than the 
first, of 1822, must be open to question but there can be no doubting that 
Joplin’s influence was very great and that he, more than anyone else, was 
responsible for allowing the Scottish system to be adopted in England and 
Ireland. A spirited defence of the English system is offered by Thomas Attwood 
writing in 1828 where he also attacks government monetary policy, especially 
that of Goderich. This series of articles by Attwood takes up about 25 per cent 
of the book, but it is very difficult to see why it is included in a volume about 
Scottish and Irish banking. 

It is very seldom that Scottish bankers have put pen to paper to describe their 
system, but the article by Robert Bell of the Western Bank of Scotland is a 
fascinating piece which congratulates the English joint-stock banks for having 
adopted the Scottish system and castigates them for having omitted the most 
important element of the system — the note exchange, upon which rests public 
confidence in the system. 
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The high moral tones of the savings bank movement are the subject of John 
Bowles 1817 article on the subject, but it is more than a little disappointing not 
to have a contribution from Henry Duncan, the founder of the movement. By 
contrast the concluding article, by G.R. Porter, is full of statistical information 
about the operation of savings banks. The savings banks were great collectors 
of statistics and this is a seriously neglected area of study. The resources are 
vast and Porter’s article gives a feel for what 1s generally available. 

Volume 6 is entitled Government Banking, and it contains various Acts and 
comments upon the Bank of England between 1694 and 1797. Beginning with 
Chamberlain’s well argued polemic in favour of the establishment of the Bank, 
it progresses with a series of articles of its variously perceived merits and 
demerits. These attest to the vigour of political debate, but not always to its 
quality. Nor was the debate settled easily. It rambled on for many years and 
flared up with renewed energy whenever the Bank’s Charter was due for 
renewal. In 1707 an anonymous pamphleteer could write, ‘the Malignity of the 
Bank is of that extent, that I know not well where to begin my account of it’. 
Many of these pieces are somewhat repetitive and the volume might have been 
lightened by excluding some of them without doing it any mischief. The most 
original piece is probably that by John Holland, who argues that the continu- 
ance of the Bank may not be in the national interest because it prevents the 
paying off of the national debt. His argument has a very modern ring, because 
he maintains that more people make their living by dealing in the funds than 
by trade and manufacture. The volume concludes with observations from 
Sir Francis Baring on the Bank and paper currency in 1797; by which time the 
reputation of the Bank of England was well established, but it was in the throes 
of its greatest test. Baring was far from relaxed about the restrictions of cash 
payments. The restriction is dealt with more fully in Volume 8. 

Volume 7 deals with central banking and takes the story of the Bank of 
England from 1797 to 1847. Whether two volumes on the Bank is too much is 
a matter for speculation, but it does contribute to a very London-centric view 
of the banking world. William Playfair begins the volume with a proposal for 
another national bank to rival the Bank of England. Similar sentiments about 
public interest are expressed in Fortune’s history of the Bank. Doubtless it was 
the difficult financial position of the time and the fact of a long war with France 
which contributed both to this introspection and to somewhat effusive expres- 
sions of national sentiment. The position of the directors of the Bank of England 
and the Bank of Ireland is defended by Henry Boase in a well argued article of 
1804. Not for long is their reputation re-established, for David Mushet in 1826 
is one of the first in a long line of nineteenth-century polemicists who lays the 
blame for the recent commercial crisis squarely at the door of the Bank of 
England and the country banks. Robert Heward continued the onslaught in the 
Westminster Review in 1832 with an argument that neither the Bank of England 
nor the country banks contributed much to the public good. 

G.P. Scrope’s article of 1833 is part of a substantial debate on the way forward 
for the English banking system. Scrope’s ideas included replacing the gold 
standard with a silver standard and replacing the Bank of England with some 
kind of national bank. They were so radical that they had no practical chance 
of success, but they do represent a view, which was prevalent at the time, that 
existing institutions had failed the economy and the country. The book 
concludes with the 1844 Act and an 1847 article by James Ward which defends 
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the Bank of England in its present course. Unfortunately there is nothing on 
the reasons why the 1844 Act did not work. 

Volume 8 deals with the Bank Restriction period from 1797 until 1819. 
Beginning with the Restriction Acts of 1797, the volume continues with a long 
letter to Pitt from William Boyd — a leading banker and parliamentarian. Boyd, 
perhaps reflecting his Scottish origins, was no lover of the Bank of England, and 
firmly believed that the policies pursued by the Bank had led directly to the 
1797 crisis with its attendant inflation and commercial distress. Boyd shows 
himself to be a canny economist and a shrewd writer of economic argument. He 
was also a courageous man who was not afraid to take on his political masters. 
Sir Francis Baring then returns to the fray to refute Boyd’s arguments, or at 
least to counter Boyd’s strategy for solving the economic crisis. 

Henry Thornton appears with a very clever argument which takes on all 
comers, including the recently deceased Adam Smith. This pamphlet, together 
with the Bullion Committee Report of 1810, which is also reproduced here, 
are at the forefront of much argument about paper money and gold prices for 
the next 40 years. The penultimate article is the second report of 1819 on the 
expediency of resuming cash payments. Going back in time, the volume con- 
cludes with Lord King’s 1804 article on the restriction itself. This is a somewhat 
convoluted argument which seems to be arguing first in favour of, then against, 
an unrestricted right of banks to issue paper money. It ends up as an argument 
in favour of the gold standard. 

Volume 9 takes up the story of joint-stock banks, and begins with a piece 
from the Quarterly Review which the editor attributes to Thomas Joplin but 
which is, in fact, a review of some of Joplin’s writings. Clearly the anonymous 
author is not inspired by Joplin’s command of economics as he concludes his 
review with the admonition that he should ‘inform himself more fully of what 
others have written, and not trust to his own intellect only . . . for elucidating 
some of the most obscure and complicated subjects in the yet imperfect science 
of political economy’. Joplin’s contribution to the development of joint-stock 
banking was colossal, and the next article is his 1833 pamphlet in favour of a 
National Bank of England. The pamphlet, which contains many of his often 
rehearsed arguments, concludes with a prospectus for the new bank. 

Hugh Watt was one of Scotland’s most experienced bankers who was 
attracted, by money, to run the newly founded Huddersfield Banking Company. 
His arguments are more reliable, and less polemical, than those of Joplin and 
may be considered more mature. In particular, he emphasises the public confi- 
dence which the Scottish banks enjoyed and is all too well aware that the English 
banking system was not so well regarded by its customers. 

Horsley Palmer’s evidence to the 1840 Committee follows the Report to the 
1836 Committee. The volume concludes with two booklets from 1840 which 
clearly show that joint-stock banks are the way of the future. They serve as a 
guide to the management of such institutions. “The customers ought always to 
be treated with civility and kindness, their business transacted promptly and 
cheerfully, and every enquiry regarding their accounts, or any matter of busi- 
ness, readily and satisfactorily explained.’ This was the nineteenth-century 
‘Customer Care Programme’. 

The final volume gets us back to monetary matters, and deals with money 
supply and commercial distress between 1837 and 1858. Horsley Palmer leads 
off with his pamphlet on pressure on the money market, and is certainly one of 
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the first writers on the subject to take a clear view on the international influ- 
ences, including overseas stock exchanges, which could have an impact on the 
British scene. Samuel Jones Loyd offers his opinion on Palmer’s pamphlet, and 
Palmer then has the right to reply. Loyd replies to a pamphlet from the 
Manchester Chamber of Commerce and makes an impassioned plea for a 
monopoly of note issuing, but for the note issuer to be independent of all 
pressures, be they from the business community or from government. An inde- 
pendent Central Bank is his ideal in this curiously topical argument. 

Thomas Tooke’s evidence to the 1848 Committee on Commercial Distress 
is included in full, with the report itself. The volume concludes with Spencer’s 
article from the Westminster Review of 1858 whose title, ‘State Tamperings with 
Money and Banks’, gives a fair indication that the author does not approve of 
the role of government or the Bank of England in the supply of money. 

This collection of ten volumes is a greatly welcome addition to the growing 
library of books on British banking. It may seem a little churlish to say so, but 
it should have been 11 volumes with the extra one devoted to country banks. 
Professor Capie and his publishers have provided an excellent service to bank- 
ing scholarship. 


BOOK REVIEWS 


JOHN CHARTRES and KATRINA HONEYMAN (eds.), Leeds City Business, 
1893-1993: Essays Marking the Centenary of the Incorporation (Leeds: Leeds 
University Press, 1993, Pp.xiv + 291; illus. ISBN 0-85316~-157-—7, £15). 


This is a friendly cheerful book gathering together eight essays on leading 
Leeds businesses to celebrate the city’s centenary and the activities of the Leeds 
Centre for Business History. The strength of the book lies in the variety of 
business activity covered; the semi-political, semi-commercial survival of the 
Yorkshire Post newspaper, the growth of the Leeds Permanent Building Society 
from a local to a national company, the gathering in of a public utility (Leeds 
Gas) to a regional grouping, as well as the more familiar manufacturing com- 
panies that began as family-owned businesses. The worry with this collection 
comes from two directions. There is a pleasant air of boosterism about many 
of the contributions. The prose is full of ‘constant change and wider vision’, 
‘thriving’ this and that as well as ‘fine examples’ and the company which had 
‘recent indications of its quest to remain at the top’ (p.241). The danger of all 
this is that it blunts the instinct for critical enquiry which ought to be present in 
a collection of this sort. There are important questions about regionality lurking 
behind these essays. Why was the regional county status of Leeds able to sustain 
the Yorkshire Post and its allied papers? In an excellent analysis of the chang- 
ing strategies Of the Leeds Permanent Building Society, Michael Collins shows 
how caution and a strong local base produced either the smallest of the national 
building societies or the largest of the smaller societies. Waddingtons showed 
a crucial instinct for survival in fighting of a take-over bid. That instinct for 
survival as a unit of production appears in several contexts. Even those which 
joined larger units, like Tetley the brewers, seem to have kept identity and a 
certain independence of decision making. Questions about the nature of Leeds 
and its region never quite escape from the case studies. Sawyer, in his survey of 
Leeds in the 1990s, remarks on the growth of the financial sector in the 1980s 
without remarking on the historical depth of this development. It is no surprise 
to those who have followed the merchants of Leeds through to the histories of 
banks like Becketts, a family which incidentally sustained the Yorkshire Post in 
its quasi-political commercial independence. The loss of regional autonomy in 
economic decision making has become a major issue in recent decades. Sawyer 
notes that Leeds as a region ranks poorly in terms of research and development 
and in the levels of education and training in the labour force, but the essays 
suggest, without exploring the point, that Leeds is or at least has been power- 
ful enough to retain some independence. 

The essays also contain a great deal of raw material which might contribute 
to some of the major issues in the literature on the family firm. There are a 
couple of classic succession crises, often followed by the need to extend manage- 
ment expertise from the limited range offered by family members. There are 
hints of the personalised paternalism of bonus schemes, sports clubs and welfare 
schemes that were clearly so important in the inter-war period. Unspoken and 
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unacknowledged is the loss of will to manage in many of the families around 
1960 and the apparent failure of new Tetleys, Waddingtons and the rest to 
emerge in the region. 

But perhaps this book should be read for what it is, a series of good stories, 
well told, about a vanety of economic units. Business historians will and should 
plunder them for a wide range of enquiries. 


University of Edinburgh R.J. MORRIS 


MICHAEL SANDERSON, The Missing Stratum: Technical School Education 
in England, 1900-1990s (London: The Athlone Press, 1994. Pp.ix + 175. 
ISBN 0 485 11442 9, £35). 


Michael Sanderson has developed an extensive reputation for his work on the 
relationship between education and industrial performance, and in this book 
he has provided a detailed analysis of what could be regarded as a crucial 
component in the whole system, secondary technical education. Starting with 
the junior technical schools created in 1905, Sanderson uses a wide range of 
primary and secondary sources (and over 50 tables) to illustrate how the 
academic ethos, best manifested in the grammar schools, continually squeezed 
more practical forms of education into a marginal position. This trend was most 
evident in the debates leading up to the momentous 1944 Act, when a senior 
civil servant was able to include a clause which gave local education authorities 
(LEAs) complete freedom over the decision to build the new secondary 
technical schools. By 1955, when the Education Minister (Sir David Eccles) 
instituted a review of secondary education, the LEAs were left in no doubt that 
technical schools were regarded as inferior to the grammar schools, resulting in 
such a period of severe contraction that by 1970 only 1.4 per cent of all 
secondary school pupils attended the former, compared to 4.6 per cent in 1955. 
Over the last 25 years a series of initiatives have been launched by successive 
governments, including the City Technical Colleges (CTCs) planned by Kenneth 
Baker at the Department of Education and Science in 1987, but these have 
failed to revive secondary technical education. With regard to the CTC exper- 
iment, it was hoped that British business would provide much of the funding, 
but instead they have become a drain on public funds, resulting in their dismal 
failure to reach planned targets. On the other hand, abundant evidence is used 
to demonstrate how our competitors in Germany and Japan have continued to 
invest in technical education as an essential element in their economic planning, 
putting to shame British efforts at all levels. 

The centrality of technical education ts very much the main theme of this 
book, and business historians will find it useful in adding yet another factor to 
the wide range of explanations for Britain’s industrial decline. Sanderson is not 
foolish enough to say that the British failure to develop technical education is 
the main reason for such phenomena as slow growth, poor productivity and 
deindustrialisation, but he is nevertheless wholly committed to his argument 
that this particular factor must take a central role. Indeed, he argues that had 
technical education become a central feature of British education ‘things might 
well have been different’ (p.154), because it is claimed that British industry 
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would have been provided with a steady flow of people interested in the 
application of new technology. However, as the recently established City 
Technical Colleges have discovered, it is difficult to raise support from British 
business for such ventures, and Sanderson has not given this problem sufficient 
time. By assuming that the increased output from an expanded system of 
technical education would be received warmly by British businessmen, 
especially in those industries facing severe foreign competition, is to ignore 
the vital point that firms have preferred, and still prefer, to train their own 
employees. Sanderson does accept that there was considerable apathy among 
inter-war employers about the junior technical schools, but there is little in the 
rest of the book which deals with this crucial component in the debate. In simple 
terms, one must demonstrate how employers could be convinced of the efficacy 
of technical education, because otherwise any expanded system would be redun- 
dant. 

Notwithstanding these comments, it is important to emphasise how Sanderson 
has succeeded in producing yet another valuable addition to the expanding lit- 
erature on this topic, and the book certainly ought to feature on undergraduate 
reading lists as a major source. The debate about education will continue, and 
I am sure Sanderson’s work will prove extremely useful in elucidating crucial 
issues. 


University of Manchester JOHN F. WILSON 


JIM TOMLINSON, Government and the Enterprise Since 1900: The Changing 
Problem of Efficiency (Oxford: Clarendon Press, 1994. Pp.xv + 455. ISBN 0 19 
828749 6, £40). 


This book will be welcomed by many who teach British industrial history. The 
typical ‘enterprise’ under scrutiny is not a Sainsburys, Marks & Spencers, Royal 
Exchange Assurance, Cunard, London North & Eastern Railway, Scottish 
Electric Traction, British Gas, Light & Coke Co. or Central Electricity Board. 
In other words transport, fuel, distribution, telecommunications, commerce and 
indeed other parts of the service economy are not covered. These are sectors 
which exhibit elements of natural monopoly and externalities rather more than 
other parts of the economy and so the book is not addressed to government 
regulation for market failure. 

The focus nevertheless will be perfectly familiar to business historians — the 
British manufacturing enterprise and government attempts in the twentieth 
century to raise its efficiency. It is efficiency as perceived by contemporaries and 
the associated politics of industrial intervention which provide the main themes. 
There is a well-established secondary literature in economic and business history 
in this field which badly needed to be brought together, and Tomlinson does 
a fine job in synthesising that literature as well as feeding in his own more 
specialised research on the political process. Indeed, on the politics of industrial 
decline, Tomlinson’s knowledge of history and economics has added a lot to a 
field in danger of being dominated by students of political science dealing out 
simple diagnoses of the British disease. An introductory chapter on the limits 
of laissez-faire sets the scene and is followed by 11 chapters of material arranged 
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chronologically, starting with ‘National Efficiency and the Enterprise, 1900-14 
and ending with ‘Enterprise and Economic Liberalism, 1979-90’. The two 
chapters covering the Attlee government’s industrial policies are perhaps the 
best, though I felt the post-1945 story had rather more depth than the chapters 
on the first half of the century. 

. I have two main criticisms. The first is that one does not get a strong feel for 
what one might call the problems at ground level. Each of the chapters starts 
with a section headed ‘Context’ but this relates to the general level of tariff 
protection, the taxation of profits, the state of the economy and the national 
budget; it is not an outline of the industrial context. There are two fine case 
studies of cotton and cars at the end of the book, but in the development of the 
main themes we rarely get down to the nitty-gritty of industrial organisation 
or industrial relations in, say, shipbuilding or the aircraft and armaments indus- 
tries. The machinations over the siting of steel plants in the inter-war period 
and the role of the British Iron and Steel Federation, or more widely that of 
the Bankers Industrial Development Corporation, are barely mentioned. The 
retort might be that the concern is with the politics of industrial intervention 
and Tomlinson indeed (p.197) characterises the work of Supple, Hannah, 
Ashworth and Gourvish on the nationalised industries as ‘industrial history’ 
which he seems to want to distance, at least in this context, from his own 
approach. Yet the treatment of coal-mining — which, like the chapter on nation- 
alised industry, does extend the coverage slightly beyond manufacturing — is too 
short to get to grips with the Coal Mines Reorganisation Commission or the 
role of the Mines Department in the Board of Trade; and this is an industry 
which saw perhaps more government intervention than others in the inter-war 
period. 

The second criticism is, paradoxically, that there is perhaps not enough 
‘politics’. The role of particular personalities does come through quite well and 
the likes of Lloyd George, Cripps, Dalton make their proper appearances. 
But why so little on the industrial programmes of the political parties? Such 
considerations are not absent by any means, and from the 1940s the treatment 
improves, but there is little detail for example on the Conservatives’ Industrial 
Charter of 1947 or even on topics where Tomlinson has specialised knowledge, 
like the origins of Clause 4 or the Labour Party’s views on the coal industry in 
the 1920s. Explicit comparisons of programmes, actions and outcomes would 
have been very useful. 

These criticisms could as well be directed at the existing literature and 
Tomlinson’s book remains an important contribution, original in what it 
attempts to capture within two covers. The history of the politics of economic 
policy has for long focused on macroeconomic issues, and this starting point 
certainly colours Tomlinson’s work, but we should strongly welcome the path 
he is now taking. 


Manchester University ROBERT MILLWARD 
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R.H. PARKER and B.S. YAMEY (eds.), Accounting History: Some British Con- 
tributions (Oxford: Clarendon Press, 1994. Pp.ix + 661. ISBN 0 19 828886 7, 
£47.50). 


This collection of 23 papers, mostly dating from the 1980s, has been assembled 
to demonstrate the range of both topics covered and questions raised by British 
accounting historians, as well as the relevance of such work to key aspects of 
economic history. The volume received financial support from the Research 
Board of the Institute of Chartered Accountants in England and Wales. It 
covers a great timespan finishing at the present day, with the articles grouped 
under a number of headings: “The Ancient World’; ‘Before Double Entry’; 
‘Double Entry’; ‘Corporate Accounting’; ‘Local Government Accounting’; 
‘Cost and Management Accounting’; ‘Accounting Theory’; and ‘Accounting in 
[social and cultural] Context’. The index is sufficiently inclusive of general 
subjects and analytical for the collection to serve as a reference work. The 
editors’ introduction is somewhat brief, but does trace the roots of accounting 
history in Britain (naming Pollard among earlier writers) and set the chosen 
papers in context. The collection does not include publications which have been 
strongly influenced by new concepts in sociology and other disciplines. The 
editors give such work a fair assessment as ‘a literature of varied merit, which 
has produced some papers of high quality’ (p.6). A useful feature of the 
collection is that the authors of 12 of the papers have contributed short ‘post- 
scripts’. These either point out literature which has appeared since the article 
was first published, or underline the paper’s context and aims, or occasionally 
express revisions to opinions. An example is Edwards and Newell’s 1991 
Business History article on industrial cost and management accounting 
(pp.431-3). One aspect of its supplementary material is a mention of the 
continuing controversies over the extent to which past accounting systems were 
designed to control the labour process. 

Of most interest to business historians will be the sections on corporate 
accounting and cost and management accounting. Among the latter group is a 
paper each from two mainstream business historians, Hudson and Marriner. The 
corporate accounting section includes the first of Napier’s articles on P & O, the 
one which analyses accounting policies adopted for the company’s ships. In the 
conclusion (p.370) he addresses two questions important for any assessment of 
managerial capabilities: whether or not selection of a particular accounting 
treatment improves a company’s performance, and whether appropriate 
accounting policies are a cause or an effect of good management. One theme 
emerges out of the entire timespan of the collection: the realisation that sophis- 
ticated methods of accounting for decision-making purposes developed much 
earlier than has hitherto been thought. All accounting practices of different 
periods and cultures should, moreover, be seen as valid in the circumstances in 
which they arose. These discoveries have come about since accounting histori- 
ans began to ignore present-day presuppositions about what accounts would 
have been kept and in what form they should be kept. New insights have 
resulted also from consideration of generally applicable principles concerning 
the aims of accounting practices and the rationality of procedures followed. 
Looked at from the perspective of meeting user needs, a preat variety of 
accounting records which were created prior to the twentieth century can be 
viewed as helpful to decision making or to assessment on certain criteria of an 
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entity’s performance. To sum up, this collection should bring before a wider 
audience a representative sample of those accounting historians, many of whom 
are continuing to develop new approaches to the subject, who have made sub- 
stantial progress in integrating their aims and methods with those of economic 
and business historians. 


JUDITH WALE 


J.H. BAMBERG, The History of the British Petroleum Company: Volume 2, The 
Anglo-Iranian Years, 1928-1954 (Cambridge: Cambridge University Press, 1994, 
pp-xxvii + 639; illus.; maps. ISBN 0-521-24647-4, £50). 


This is the second volume of the history of British Petroleum. The first volume, 
which was published in 1982 and written by Ronald Ferrier, examined the first 
three decades of the company. In this book, Bamberg takes the story through 
the era of oil cartels in the 1930s, the Second World War, and the growing 
tensions with Iranian governments which culminated in the nationalisation of 
the Iranian oil industry in 1951. It is a brilliant and lucid study, which deals 
effectively with both the complexities of the company’s relations with Iran and 
the British government, and its development as a business enterprise. 

By the 1930s the Anglo-Iranian Oil Company (or Anglo-Persian before 1935) 
was one of the world’s largest oil companies, or ‘seven sisters’. However 
Bamberg demonstrates that its position was weaker than might be imagined. 
The company faced a number of difficult and interrelated problems. First, it was 
overwhelmingly dependent on Iran for nearly all its oil production. This was 
potentially hazardous because of growing Iranian nationalism and resentment 
at Anglo-Persian’s privileged position. An obvious strategic response would 
have been geographical diversification, but such a strategy risked intensifying 
Iranian criticism for failing to maintain Iran’s relative position in world oil 
production. A second problem for the company was its weak position in world 
markets, in part because of its late entry behind the US oil companies and Shell. 
A third set of problems arose from the fact that its majority shareholder was 
the British government. A fourth problem was the personality of William 
Fraser, the managing director between 1923 and 1956 and chairman 1941-56, 
who was an abrasive and undiplomatic oilman. The combination of these 
problems, Bamberg suggests, meant that Anglo-Iranian was less an oil colossus 
bestriding the globe and more a rather fragile entity struggling to survive in a 
sea of political and economic uncertainties. 

The company’s political difficulties in Iran form a major element of the book. 
The material will be of great interest both to specialists on Iran and, more 
generally, to those interested in relations between multinationals and develop- 
ing countries. A central question is why Anglo-Iranian was able to negotiate 
itself out of an earlier crisis in 1932-33, but the problems of the late 1940s 
led to nationalisation and the company’s ejection from Iran. Bamberg finds the 
answer in a mix of factors, including the political fragmentation in Iran after 
1945; the post-war role of the United States, which was more anxious to pre- 
serve Iran from Communism than protect a British oil company; and the less 
than conciliatory personalities of the two main players, Fraser and the Iranian 
Prime Minister, Musaddiq. Bamberp’s judgement on the company’s role is 
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ambiguous. Both Fraser’s stubborness and Anglo-Iranian’s ageing and conser- 
vative directors are heavily criticised. Yet their position was extremely delicate. 
During the crisis the US government put constant pressure on the British 
government to make concessions to Musaddiq. Anglo-Jranian was increasingly 
marginalised in the process. Fortunately, Musaddiq was so obstinate that even 
the Americans finally decided that no compromise was possible, a decision 
which led to his removal by a ClA-inspired coup. Fraser’s stubbornness kept 
the company’s interests in play, and it was finally able to return to Iran with a 
40 per cent share in a consortium of international oil companies. Fraser, 
Bamberg suggests, was ‘vindicated’ (p.511). 

Anglo-Iranian’s relationship with the British government is discussed in 
depth. Bamberg argues that although the state shareholding had been indis- 
pensable in preserving the company’s independence, it became a liability. 
‘On balance’, he concludes, ‘it was not in the Company’s interest to be closely 
associated with a declining imperial power in an age of rising nationalism’ 
(p-519). Anglo-Iranian came to be regarded as an arm of the British govern- 
ment. The state shareholding resulted in its exclusion from certain countries, 
especially in Latin America. At times it was made to follow damaging com- 
mercial policies to suit wider government aims. Above all, the relationship 
worked badly because Fraser was widely disliked — to put it mildly — within the 
British government. He was regarded as unfit to run the company, while the 
company itself was regarded as second rate, especially because of its weak 
marketing organisation. Bamberg is particularly good in showing how the rela- 
tions between the company and the government often centred on personality 
issues. 

The book has excellent material on relations between Anglo-Iranian and 
other oil companies. The most controversial aspect of these was the inter-war 
cartel agreements, especially the notorious Achnacarry Agreement of 1928 
which divided world oil markets between the leading companies. Bamberg 
reprints the agreement, which he shows to have been drafted by Fraser. 
Despite its enormous symbolic role in the demonology of the oil industry, 
Bamberg demonstrates that the Achnacarry arrangements had only very limited 
success in preventing oil prices falling in the 1930s, and by 1938 ~ when Jersey 
Standard withdrew — they were dead. There is fascinating material on joint 
ventures and collaborative arrangements between the oil companies in the 1930s 
and 1940s. Anglo-Iranian’s relationship with Shell is particularly interesting. 
Shell was short of oil production, but had excellent world-wide marketing 
outlets. During the 1930s, it purchased considerable qualities of Anglo-[ranian’s 
output. During the Second World War there were negotiations for a wide- 
ranging merger of their marketing interests, though Shell finally withdrew from 
them. 

Bamberg does not let the glamour of Achnacarry or the Iranian oil crisis 
divert him from in-depth analysis of the management structures and business 
strategies of Anglo-Iranian. There is important material on corporate market- 
ing strategies, R & D, and on the operations in Iran. Bamberg is particularly 
good on the financial aspects of the business. A heroic effort is made to exam- 
ine the financial performance of Anglo-Iranian, a task made difficult because 
consolidated accounts were not produced. The company emerges as a profitable 
enterprise, though much less so than its ‘seven sister’ image suggested. These 
profits were derived largely from the production of growing quantities of crude 
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oil, at falling margins. Throughout the period the enterprise followed extremely 
conservative financial policies, avoiding debt and self-financing its growth. 
Bamberg argues that such policies were critical to the company’s resilience in 
the face of the numerous problems it faced. 

The book is based on a wide range of sources, which are referenced in an 
exemplary fashion. The most important primary sources are those of the British 
government, which have been used extensively, and of BP itself. These archives 
are now deposited at the University of Warwick, and are open to researchers. 

This is a truly outstanding company history. It is a major contribution to the 
literature on the history of the world oil industry. It has exciting things to say 
about a range of matters extending from inter-war oil cartels, to the impact 
of foreign multinationals on developing host economies, to Anglo-American 
diplomacy towards Iran. The depth of research and the quality of the writing 
must earn the book a place among the top five British company histories ever 
written. 


University of Reading GEOFFREY JONES 


DEREK H. ALDCROFT and SIMON P. VILLE (eds.), The European Economy, 
1750-1914: A Thematic Approach (Manchester: Manchester University Press, 
1994. Pp.x + 323. ISBN 0 7190 3598 8, £40 hb; ISBN 0 7190 3599 6, £14.99 pb). 


There are certainly themes in this collection of essays, but sadly there are also 
several approaches. The editors’ objectives are sound enough and clearly estab- 
lished, but, as is often the case in such enterprises, it is with variable success 
that the contributors satisfy these. Aldcroft and Ville intend their text to 
complement other long-run approaches to European economic history during 
the era of industrialisation, and structure the themes around the concept of 
economic development. A regional, pan-European perspective is adopted in 
order to update Pollard’s contribution to the understanding of European devel- 
opment, while offering the authors some flexibility within individual areas of 
expertise. The laudable vision is not, however, entirely fulfilled. 

Aldcroft inaugurates the volume with a broadly based and gratifyingly 
controversial explanation of the domination of the world economy by the West, 
which incorporates the latest research on international income distribution. 
There follow three strong contributions from acknowledged experts. The 
demographic skills and extensive knowledge of Neil Tranter generate a state- 
of-the-art perspective on the relationships among population growth, migration 
and economic expansion; yet the undoubted quality of the work is tempered by 
a perceptible British bias. Richard Price’s facility with European agricultural 
systems is impressive, though his chapter has rather less to say on the interaction 
of the agricultural sector and other areas of economic activity. Business 
historians will find much of value in Roy Church’s substantial, complex and well- 
referenced assessment of the evolution of European enterprise and manage- 
ment. From Church’s chapter and from Paul Hohenberg’s fascinating and 
beautifully written section on urbanisation, we learn much about the organisa- 
tion and significance of European industrial activity in the eighteenth and nine- 
teenth centuries. Regrettably, this is less true of the chapter ostensibly devoted 
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to industry and technology, which is devoid of recent thinking on the subject. 
Indeed, Alan Loughheed’s perspective, and the bulk of his references, are firmly 
rooted in the late 1960s. It may be that historians of 25 years ago were correct 
in adopting narrow perspectives of innovation and of the relationship between 
technical and organisational change, and right to emphasise the overall superi- 
ority of Great Britain, but Loughheed fails to acknowledge revisionist sugges- 
tions, however outlandish, that have intervened since then. Greater awareness 
of recent work is revealed in Simon Ville’s elegant summary of the economic 
impact of transport developments. Interesting ideas are likewise to be found 
in James Foreman-Peck’s analysis of foreign trade and economic growth, and 
in Philip Cottrell’s investment and finance chapter to which business historians 
will be drawn. 

Despite the merit of individual contributions, their disparate visions detract 
from the effectiveness of the whole. The authors seemed reluctant to take up 
the mantle of Pollard, whose ideas find expression only in the introduction; 
and the Anglocentricity of some of the approaches indicates an inadequate 
acquaintance with the European literature. Students of European economic and 
business history may find this to be a useful work of reference; but as an 
approach to European economic development, this text does little to shift the 


parameters. 


University of Leeds KATRINA HONEYMAN 


PETER GATRELL, Government, Industry and Rearmament in Russia, 1900-1914: 
The Last Argument of Tsarism (Cambridge: Cambridge University Press, 1994. 
Pp.xvii + 399. ISBN 0521 452635, £55). 


There is a popular view that on the outbreak of the First World War Russia was 
one of the least industrialised of the industrialised countries. Perhaps it is all a 
question of degree, but wherever Russia stood in the industrial league table it 
was not for want of trying to occupy a higher position. The great industrial spurt 
of the late nineteenth century which came to a dramatic halt with recession in 
the early twentieth century looked like a case of putting all of one’s industrial 
eggs in the basket of the 1890s, but this was perhaps as much because Russia 
was trying to condense the many decades of other European industrial revolu- 
tions into a tighter time frame than was possible. It was also because there 
were conflicting pressures in play. Imperial Russia, with an emphasis on the 
‘imperial’, indicates one reason for its industrial programme. Not for it the 
consumer revolution of Britain, for example, but rather the heavy industrial 
base of a country which at one and the same time was an actual or potential 
aggressor — an imperialist — but also prey to the possible aggressions of other 
imperialists, especially from the central European powers. The industrialisation 
of Russia, therefore, became rooted in heavy industry, and necessarily under 
state control. In addition it confronted the twin problems of external pressures, 
but in an environment also of internal discord and potential revolution. These 
came to a head in 1904-5 with the disastrous defeat at war with Japan, and the 
internal 1905 revolution. From the latter emerged agrarian and political reform, 
and from the former a rearmament programme. 
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This is the scene which any book about the two decades before the Great 
War would have to confront, and Gatrell does it admirably. His focus is on 
rearmament, but this embraces the whole of industrialisation — naturally — and 
also the intimacies of business and of business history, involving questions of 
markets, of finance, and particularly the relationships between government and 
private enterprise. The role of the state traditionally was to provide the 
protection of its people, but its failure to do so without resort to the external 
agencies of commercialism and private enterprise was particularly important in 
armaments. As Gatrell concludes at one point, there was a hostility towards 
private enterprise, but it went hand in hand with state ignorance; ignorance of 
how to create and run a commercial policy when it was not itself a commercial 
organisation; an ignorance which was bound to have serious repercussions 
both within and without the state itself. It was like a self-inflicted wound as the 
government laid obstacles in the path of industry and industrialists. This all 
added up to a costly venture — costly in money and also in effort. The former 
was not a great problem since Russia became a major international borrower, 
but the latter was not eventually rewarded with an expanding empire. On the 
contrary both external and then internal security was laid bare when asked to 
face its first tests of strength from 1914-17. Gatrell points to two important 
conclusions, one which was outside Russian control, but another which was not. 
The Great War came perhaps three years too early, before the rearmament 
programme was properly in place, but that was bad luck not bad judgement. 
Yet even if war had been delayed, was there also a misallocation of resources, 
was there too great an emphasis on the defence industries which diverted 
resources away from other aspects of modern economic growth, and within 
defence was there too much emphasis on the navy and not enough on the land- 
based military infrastructure? The answers to these questions partly reduce to 
discussions of economic and administrative efficiency in an increasingly threat- 
ening international environment. 

In this closely researched book, Gatrell offers a little (and sometimes a lot) 
for everyone. There is political history, military history, and economic and 
business history to suit most tastes, in what is a most reliable and very thought- 
provoking account. 


University of Hull MICHAEL TURNER 


MARTIN F. PARNELL, The German Tradition of Organized Capitalism: Self- 
Government in the Coal Industry (Oxford: Clarendon, 1994. Pp.xiii + 259. 
ISBN 0 19 827761 X, £35). 


This book pursues simultaneously two themes: the history of the German coal 
industry since the war, as set in the framework of the second theme, the German 
tradition of corporatist industrial organisation with its links to the state. It is not 
an easy task to explain the second of these to a British audience which is used 
to an entirely different legal and industrial tradition, and all who try to do so 
are forced to go back ever further into history to find the juncture at which the 
two diverge. Possibly the starting point is the contrast between Roman law, the 
foundation of legal understanding on the Continent, as against the Anglo-Saxon 
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common law concept: at any rate, there can be no doubt that the state in 
Germany is expected to take a much more active part in shaping both com- 
mercial and labour markets, as initiator and honest broker, and not merely as 
a referee between two warring factions as in Britain. Given that role, the 
German state is also prepared to provide cash subsidies, as well as tariff 
protection and other measures of direct aid to industry, to a noticeably greater 
extent than is the case in the United Kingdom. 

Possibly no other sector has been more involved in that tradition than the 
mining industry, and it is therefore an excellent choice as an illustration of how 
at any rate the large-scale portions of the German economy works. It began 
with the medieval mining codes, which included a goodly measure of worker 
protection and insurance: though repealed in Prussia in the 1860s, they yet 
carried their spirit over into modern times. Coal, moreover, is a key industry in 
modern Germany as in Britain and, given the desperate energy shortage of the 
early post-war years, could claim particular assistance and privileges from the 
state. These were indeed forthcoming as soon as the needs of the Cold War 
removed the Allied policy controllers whose task it had been to weaken the 
power of an industrial complex that was considered part of the driving force of 
German aggression this century. 

So the coal cartel came back, turned, in 1968-69, into a huge monopoly firm, 
Ruhrkohle AG. Together with the closely associated iron and steel industry, 
coal-mining adopted a co-determination policy in 1951 which, in turn, led to a 
remarkably close co-operation between unions and management, overlooked 
and monitored by the state. When the market for coal began to decline, and 
threatened to collapse altogether in the 1980s, the state came to the industry’s 
aid, openly defying the EC rules in the process: in 1989, it has been calculated, 
it paid out in subsidies to the coal industry the equivalent of DM 66,000 (£22,000 
a year) for each employee. 

It is a complex tale to tell, and Parnell leads the reader through its complex- 
ities with admirable clarity and understanding. Not everyone will agree with 
all the interpretations offered: thus the tameness and pliability of the miners’ 
union, IG Bergbau, may easily be exaggerated, and nowhere is there a con- 
sideration of how individual firms, cosseted by their corporate organisations 
and the state, yet managed to remain competitive and technically up-to-date. 
But these are minor cavils. Overall, this is an exceedingly well-informed study 
which will provide the reader with an excellent insight into a major aspect of 
the framework, as well as some of the causes, of the success of the German post- 
war economy. 


University of Sheffield SIDNEY POLLARD 


TOBIAS KAMPMANN, Vom Werkzeughandel zum Maschinenbau: Der Aufstieg 
des Familienunternehmens W. Ferd. Klingeinberg Söhne, 1900-1950, Zeitschrift 
für Unternehmensgeschichte, ed. Hans Pohl, Beiheft 82 (Stuttgart: Franz 
Steiner, 1994. Pp.296; photographs. ISBN 3 515 06509 1, DM 68). 


Since the late nineteenth century, the Rhenian machine tool industry has been 
one of the major driving forces of the German economy. To the present day, 
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the sector is dominated by small and medium-sized manufacturers. Due to the 
heterogeneous nature of the industry, business historians are faced with a 
twofold problem — the relative lack of business records and the difficulty 
in generalising from a small number of very different firms. As a consequence, 
the machine tool industry remains an underexplored aspect of German 
economic history. Therefore, Tobias Kampmann’s study of the rise of the 
family firm of W. Ferd. Klingeilnberg Söhne represents an important step 
toward filling this void. The available company records only permit the assess- 
ment of the firm’s development in the first half of the twentieth century. 
Moreover, the firm archive mainly documents the contribution of one of the 
owner-managers, Alfred Klingelnberg. This is fortuitous as Alfred Klingelnberg 
predominantly shaped company policy throughout the period. As a result, 
Kampmann’s book is not merely a company history but a study in entre- 
preneurship. 

Although W. Ferd Klingelnberg Söhne can trace its origins back to the early 
nineteenth century, the foundations of the present-day firm were laid in the 
decades before the First World War. Before taking over the family trading 
company in Remscheid in 1900, Alfred Klingelnberg completed an apprentice- 
ship in a local export house. Initially, he rebuilt the family business more or less 
on his own, selling the metal goods of the region. Later, his brother Walther 
joined him as an equal partner in the business. In his efforts to find new cus- 
tomers in Germany, Scandinavia and eastern Europe, Klingelnberg recognised 
the market potential for specialised blades for the paper and shoe industry. To 
exploit this existing demand, Klingelnberg started to produce blades in 1907. 
After initial success, the First World War interrupted this development. As the 
demand for blades from industry dropped, the Klingelnberg brothers decided 
to start producing cutter and drill components for machine tools in 1915. 
By 1916, the family firm found itself producing shells to survive. Due to the 
expansion of the war years, Klingelnberg grew rapidly only to suffer severe 
setbacks during the French occupation of the Rhineland and the hyperinflation 
of the early 1920s. Despite this turn of events, Adolf Klingelnberg decided to 
invest in the development of a new production method for bevel gears which 
challenged the market leader in this field, the American firm Gleason, from the 
mid-1920s onwards. However, the sale of the new machinery initially remained 
rather sluggish, which led to the decision to produce bevel gears for sale. This 
diversification of production proved fortuitous during the Great Depression, 
which the firm weathered without severe difficulties. During the Third Reich, 
Klingelnberg prospered as the demand for its machine tools grew due to 
rearmament. In this period, growing profits allowed the modernisation of the 
production facilities. From 1943 until the currency reform in 1948, production 
suffered more from the persistent shortage of basic materials than the fighting. 
After 1948, Klingelnberg recovered quickly due to the buoyant domestic and 
export demand. 

At the heart of Klingelnberg’s success lay Adolf’s eye for existing ‘market 
niches. As an entrepreneur, Adolf Klingelnberg believed in separating the 
trading house from the production side. This offered the opportunity to stay 
attuned to market demand. Adolf’s tremendous feel for customer demand led 
to the setting up of the production side. The decision to diversify production 
allowed the firm to weather the economic crisis of the inter-war years. 

Tobias Kampmann’s study provides an informative analysis of the work- 
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ings of a fairly ‘typical’ German machine tool producer. However, further 
studies of this type will be needed to gain any real insight into the lasting success 
of the many ‘Klingelnbergs’ which constitute the West German machine tool 
industry. 


The Queen’s University of Belfast TILL GEIGER 


ELIZABETH A. BOROSS, Inflation and Industry in Hungary, 1918-1929 (Berlin: 
Haude und Spener, 1994. Pp.ix + 264. ISBN 3 7759 0362 3, DM 88). 


This book forms part of a large and authoritative German-led study of inflation 
and restructuring in Germany and Europe between 1914 and 1924, and 1s 
a study of the effects of the post-World War One inflation on Hungary’s 
manufacturing industry. More precisely, it is a study of the financial policies 
contributing to post-war inflation and of the effects of that inflation on seven 
important companies representative of Hungarian manufacturing industry at the 
time, as revealed in their archives and published reports. The seven companies 
are: the Salgótarján Coal Mining Co. Ltd, the Hungarian General Coal Mine, 
the Rimaurdny-Salgétarjan Iron Works Ltd, Ganz Danubius Machine, the 
Railway Carriage & Shipbuilding Co. Ltd, the Ganz Electric Co. Ltd, Sam. 
Goldberger & Sons Ltd, and the Hungarian Cotton Industry Ltd. It is a 
fascinating study, although some reservations must be registered concerning the 
way in which a learned dissertation has been transformed into a book. 

The book’s thesis is as follows. Hungary’s post-war inflation was the conse- 
quence of distributional coalitions fighting for a greater share of the national 
income. Specifically in the Hungarian case this meant the policy of the State 
Issuing Bank issuing unvalorised credits in order to ensure some degree of 
economic activity during the period of severe post-war dislocations: defeat, 
Soviet revolution, loss of empire, a reduced domestic market, and isolation from 
traditional supplies of raw materials. Hungarian manufacturing industry, and 
especially the seven companies studied, adjusted relatively quickly to these 
conditions, responding positively to the Bank’s inflationary policy. Following 
economic stabilisation in 1924 (by means of a League of Nations loan and the 
creation of the Hungarian National Bank) and a period of deflation, the econ- 
omy entered a recovery phase in 1926-28 and the companies built on the firm 
foundations laid during the inflation period to grow still further. 

The book does not pretend to make a theoretical contribution to the litera- 
ture on the causes of inflation, adopting Kindleberger’s structural approach as 
an orienting framework. The debate it does address is a Hungarian one on the 
degree to which the Hungarian economy stagnated in the immediate post-war 
years, and since the only Hungarian historians to have published in English on 
this topic are Ivan T. Berend and György Ránki, it is on occasions a dialogue 
with them. The book’s most important contribution, however, is a method- 
ological one. It points to the severe limitations of relying on published sources 
and statistical compilations based on them when writing economic history. 
Boross has done an enormous amount of work studying the accounting laws, 
conventions and procedures of the period and reveals the systematic under- 
reporting of capital growth both in the inflation period, when legislation tacitly 
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encouraged it, and after the stabilisation in 1925 when companies were obliged 
to draw up ‘gold balance’ sheets. Her general finding comparing the internal 
and external accounts is that companies responded very much more successfully 
than they reported to lost markets and the need to restructure. She concludes 
that the rate of growth of Hungarian companies in the later 1920s was on a par 
with that in western Europe. 

Despite all the effort that clearly went into some very detailed and pains- 
taking research, little effort seems to have been spent on turning a dissertation 
into a book. The impression the reader gets is that in response to criticisms of 
earlier drafts the author added a more general discussion of general trends in 
manufacturing industry and a specific response to the accusation that import 
substitution can never result in ‘real growth’. But these sections were simply 
tacked on the end of chapter 3 (making it around 100 pages long) and the 
conclusion respectively. The book would have had more coherence if these had 
been better integrated into the text, if, for example, the account had moved 
down from the general sectoral level to the specifics of the seven companies. 


University of Liverpool NIGEL SWAIN 


R.J. OVERY, War and Economy in the Third Reich (Oxford: Clarendon Press, 
1994, Pp.xiv +390. ISBN 0 19 8202903, £35). 


The German economy has fascinated the British since the late nineteenth 
century, perhaps even more than the US economy. In British accounts it 
often has all the features allegedly missing in Britain: large companies, cartels, 
a highly technically trained management, successful innovation, a highly trained 
workforce. It is in every way better. Teutonic ruthlessness, efficiency and 
modernity are a warning and an example to the backward British. The econ- 
omy of the Third Reich has always fitted somewhat uneasily into this picture, 
although for the left mighty German capitalism would lead the way over the 
abyss into fascism and then socialism. But while there are clear continuities 
in the history of German capitalism, it is also marked by profound crises: an 
exceptionally deep depression in the early 1930s, and an even more catastrophic 
collapse in production at the end of the war. For much of the twentieth century 
the German economy has been undergoing traumatic experiences, and recov- 
ering from them. This volume is a collection of Richard Overy’s essays on this 
political economy of much interest: it contains a long introduction, 11 essays, 
two previously unpublished; of the nine remaining most have been published in 
British journals, including one in this journal. Because of the influence of politics 
on economics, and the contingencies of war, the economic situation, and 
economic and industrial policy, the German economy changed dramatically over 
time. Understanding those dramatic changes has been central to Overy’s work. 
He makes clear that in the early years of the Nazi regime the state launched 
great civil public works to reduce unemployment, while rearmament had a very 
limited impact. From 1936 to 1939 rearmament in depth, not least in a massive 
programme of investment in synthetic oil and rubber, was the order of the day. 
Between 1939 and 1942 the story is one of commitment to war production, 
and investment in warlike capacity, followed by two years of hugely increasing 
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warlike production. Of particular interest is Overy’s argument that the Germans 
had militarised their economy thoroughly in 1939-42, but that armaments 
output was low because of continued investment in new capacity, and because 
of appalling inefficiency. In terms of production the British war economy was 
much more efficient in these years. One point that comes out clearly ts that a 
crisis ridden economy, with minimal arms production, very low car production, 
lacking secure access to oil and rubber, was turned into an autarchic military- 
industrial machine of great power. It was not pre-ordained by German indus- 
trial and technical excellence. 

This collection includes pieces on Krupp, and three papers including a great 
deal of material on the Reichswerke ‘Hermann Göring’. This was a huge 
state-owned German enterprise created in 1937, at first with the limited role of 
exploiting German iron-ore reserves. It expanded into heavy industry and 
armaments generally. But it was especially important in the acquisition and 
operation of plants and firms in the Greater Reich and the occupied territories, 
ranging from France to the Soviet Union. German companies, unlike, British, 
French and American ones, were not very multinational, especially after 1914. 
While there was a massive takeover of the ownership, and in more cases the 
management, of foreign businesses from 1938 onwards, the Nazis ensured that 
private business, with the main exception being I.G. Farben, did not benefit: the 
aim was to create a state-owned multi-national economy. For business histori- 
ans Germany should be of special interest, because, for obvious reasons, the 
German case highlights certain issues all too often ignored in studies in Anglo- 
American business: the relations between politics and business, the politics of 
businessmen, the morality of business, and more generally the role of business 
in war. Historians of Anglo-American business have much to learn from the 
work of British historians of the German economy and German business, and 
from Overy in particular. 


Imperial College of Science, Technology and Medicine DAVID EDGERTON 


RAYMOND G. STOKES, Opting for Oil: The Political Economy of Technical 
Change in the West German Chemical Industry, 1945-1961 (Cambridge: 
University Press, 1994. Pp.xi + 259. ISBN 0 521 45124 8, £30). 


At one level this is a straightforward narrative of the change-over from a 
coal-based to an oil-based technology in the German chemical industry in the 
later 1950s. At another, it sets out to explore the influence of national and 
international politics, and of administrative and market-based decisions on 
a development only partly determined by technical factors and in which the 
ultimate choices were by no means predetermined. At that level, it seeks to draw 
conclusions applicable to business history in general. 

The fate of the German chemical industry was certainly a political issue in 
the aftermath of the war. I.G. Farben, much the largest industrial firm and a 
world leader, had been associated with war crimes and belonged, in part, to the 
armaments industries that were to be forbidden; yet, if Germany was to survive 
and to contribute to the recovery of Europe, some of her chemical potential had 
to be restored. Before any drastic steps could be taken one way or the other, 
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however, the decisions on this complex by the three western occupying powers 
were to be influenced by the Korean War and the Cold War. In the event, 
I.G. Farben was split into three major combines, situated along the Upper 
Rhine (BASF), the Middle Rhine (Hoechst) and the Lower Rhine (Bayer) 
respectively, each with a penumbra of associated factories; and some of the 
restrictions, such as the production of synthetic rubber, were soon lifted. 

Traditionally, the industry had been based on coal as the source of its feed- 
stock. Coal was cheap and plentiful in Germany, and had played a leading part 
in the German drive to autarky in the past. Yet after the war it was in short 
supply for a time, its price rose, and oil looked to be a better prospect. 
Technological problems were soon overcome, and each of the three giants 
concluded that the oil base should be given a try. Each chose its own quite 
different path. BASF did it by associating with Shell, its first plant becoming 
operative in 1955-56. Bayer teamed up with BP by 1957. Hoechst, the third 
combine, decided to go it alone, opting for a process by 1955 which differed 
slightly from that of the oil companies. The decision by the Hiils company, a 
producer of synthetic rubber, should also be mentioned. After toying with the 
idea of using alcohol as a base, offered by the French government with an 
absurdly high subsidy, in order to get rid of French wine surpluses, it also 
turned to oil: Buna-Werke Hitls (BWH) was formed in 1955 by Hiils and the 
three I.G. Farben successor companies, and the construction of a new factory 
was soon taken in hand. Meanwhile the Fischer-Tropsch process of making 
synthetic motor fuel from coal, having lost all economic justification, was quietly 
dropped. 

This is a most careful study, the author having combed the available German 
archives and the secondary literature to excellent effect. It is extremely well 
written, to the point that — unusual for a monograph of this kind — it is difficult 
to put down. Yet, curiously, its main point remains unconvincing. For, far from 
showing that personal quirks, political considerations and the accidents of 
events help to shape history, it surely proves the opposite: no matter what the 
initial conditions, the traditions, the current political influence or diplomatic 
exigencies, the sheer technical-economic logic of the advantage of oil over coal 
in those years won through every time. It is the determinists who should take 
heart from this story rather than those who think that history is made up of a 
chapter of accidents. 


University of Sheffield SIDNEY POLLARD 


JEREMY EDWARDS and KLAUS FISCHER, Banks, Finance and Investment in 
Germany (Cambridge: Cambridge University Press, 1994. Pp.xıv + 252. ISBN 
0521 43348, £30). 


The research on which this unpretentious but important book was based forms 
part of an international project by the Centre for Economic Policy Research on 
the financing of industry. Edwards and Fischer set out to test the ‘conventional 
wisdom’ about the superiority of the German bank-based system of investment 
finance. This system, originating with the Universalbanken of the nineteenth 
century, is said to have contributed to the Federal German ‘economic miracle’ 
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since 1945, principally by reducing the costs and increasing the access of firms 
to external finance. The close ‘house—bank’ relationship between major German 
enterprises and their bankers, and in particular the representation of the latter 
on the supervisory board of the former, is said to have enabled banks to monitor 
managerial performance more closely and reduce the risk of lending. The 
German system has been widely regarded by commentators on British economic 
policy as a preferable alternative to the ‘market-based’ system in the UK, in 
which banks are perceived as having a more distant relationship to industry, and 
in which the hostile takeover functions as the principal means of creating 
efficiency gains. 

Edwards and Fischer do not attempt to examine the impact of investment 
finance on German economic performance. They argue that the data for such a 
task is still inadequate, and that factors other than finance, such as education 
and training, would also need to be considered. Instead they explore the 
elements which comprise the orthodox view about the German system of 
investment finance since the Second World War, and find most of them 
deficient. Firstly they cast doubt upon the significance of the house—bank 
relationship, in which a firm’s finance is dominated by long-term lending by a 
single bank. The market for bank loans to firms in Germany is not characterised 
by restricted competition between a few banks. Most German banks are not 
represented on firms’ supervisory boards, do not control proxy vote of share- 
holders, and do not undertake new issues of equity for firms. ‘The vast majority 
of external finance takes the form of debt not equity, so that the share issuing 
function of banks is relatively unimportant. As a large part of bank lending to 
firms is undertaken by banks which are not in a position directly to influence 
corporate management, the orthodox view that economies of scope exist 
between the banks’ supervisory role and their supply of loan finance is disputed. 
Most German firms do not have supervisory boards, and those that do, the large 
public limiteds (Aktiengesellschaften), finance a smaller proportion of their 
investment by bank loans than do other types of firm. Indeed the German AGs 
depend proportionately less for investment on banks than their UK counter- 
parts. Moreover the procedures followed by German banks in making lending 
decisions are not based on any special technical expertise, nor is there much 
evidence that German banks behave very differently than UK banks in the 
event of firms in distress. There is no greater propensity to reorganise rather 
than liquidate, nor much evidence of German banks being consistently better 
informed in advance of such difficulties. Finally, reviewing Cable’s study of the 
Impact of banks corporate control function, Edwards and Fischer find no 
statistically significant relationship between banks’ control of proxy voting and 
the profitability of firms. The evidence that there is less of a management 
monitoring problem for equity holders in German than in UK firms is explained 
not by the impact of banks via supervisory boards, but as the product of the 
greater concentration of share ownership in Germany. 

The conclusion is that the existing evidence does not support the conventional 
view of the merits of the German system of investment finance in terms of 
the supply of capital to firms and of corporate control. Tentatively Edwards 
and Fischer suggest there are other, less recognised benefits arising from the 
co-ordination functions of banks represented on supervisory boards, particularly 
in reducing transaction costs between firms, however this argument is not 
taken very far. Another problem is the failure to sustain an explicit German-UK 
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comparison throughout the book. and in some chapters this disappears almost 
entirely. Overall, however, this is a carefully documented, systematic and 
extremely lucid exposition, which will be of great interest not just to students 
of banking and corporate finance, but also to those seeking to explore factors 
determining international competitiveness. 


University of Hull ROBIN PEARSON 


LEIGH PAYNE, Brazilian Industrialists and Democratic Change (Baltimore and 
London: Johns Hopkins University Press, 1994. Pp.xxvii + 216. ISBN 0 8018 
4648X, £27). 


Throughout the 1960s and 1970s businessmen in the three major southern cone 
republics of Latin America were seen as the key civilian group supporting 
military rule and ranked high among its beneficiaries. Yet the same business 
elites were subsequently to play a leading part in the process of democratisa- 
tion and have so far remained committed to democratic government in spite of 
its very patchy economic record. In seeking to explain this shift through a 
Brazilian case study. Leigh Payne faces fundamental questions about the 
direction of social causation; which, if any, has been the driving force: the social, 
the economic, or the political? His broad conclusion is that the business class 
regarded by some previous writers as a strong and inexorably anti-popular force 
is instead a pragmatic cluster of elites willing to live with any regime that will 
guarantee property rights and provide minimal stability. 

Payne interviewed more than 100 Brazilian business leaders in 1987 and 1988. 
and central chronological chapters make ample use of the views of respondents. 
whom he categorises as democrats, reactionaries, or uncommitted, on a variety 
of issues. There is little identification of individual firms or businessmen. 
Much of this will be superficially interesting to Latin Americanists, as will a 
concluding chapter comparing Brazil with Argentina, Chile, and Spain: but the 
book is marred by some quite serious methodological weaknesses. There is, to 
begin with, a marked lack of economic analysis. Business attitudes to labour 
unrest before the 1964 coup and at the time of the interviews are compared. 
Yet no systematic attempt is made to delineate the extraordinary changes that 
too place in the labour market over the intervening quarter century as a con- 
sequence of technological change, sectoral shifts in the Brazilian economy 
migration, public policy and changing social composition of the labour force. 
In any case, the comparison is a strange one, giving equal status to the views of 
mature respondents on the current situation and their recollections of what their 
younger selves, in quite different posts, may once have felt. The interviews are 
set in a careful reading of documentary sources, but not so careful as to avoid 
passages where the book is thrown off-balance by a strong respondent, notably 
Paulo Ayres Filho of the rabidly anti-Communist IPES think-tank and lobby 
group, who seems at times to be beating Payne into second place in the race for 
authorship. 

Nor is the general theoretical framework of the book any happier than its 
research methodology. Awareness of current debates on business lobbying and 
democratisation is at best partial. The thesis is mainly directed against the inflex- 
ible attitudes and functions imputed to a representative businessman in the very 
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general systemic social theories of Latin American leftist writers on dependency 
and bureaucratic authoritarianism. In their place Payne argues for what he calls 
an adaptive actor approach to business attitudes and behaviour. Though never 
fully developed, this falls within the family of rational action theories. But in 
seeking to explain variation Payne begins by arbitrarily assuming the constancy 
of certain privileged characteristics. Business leaders, for example, ‘whether by 
habit or nature ... are inclined to withhold information from their competitors 
rather than uniting and cooperating with them’ (p.6). This particular assump- 
tion shows an innocence of microeconomics and even flies in the face of the 
broadly game theoretic adaptive actor approach sketched by Payne himself, who 
turns out to be aware of Mancur Olson but not of Robert Axelrod and the co- 
operative implications of iterated prisoners’ dilemma. Worse still Payne follows 
those he attacks in regarding business leaders as a homogenous group. There is 
no attempt to distinguish the interests of one sector from another by examin- 
ing relative asset specificity, levels of concentration or the degree of dependence 
on public procurement policy or state spending in general. 


University of Warwick CHARLES JONES 


LAURENCE F. GROSS, The Course of Industrial Decline: The Boott Cotton Mills 
of Lowell, Massachusetts, 1835-1955 (Baltimore: Johns Hopkins University 
Press, 1993. Pp.xvii + 279. ISBN 0 8018 4453 3, £35). 


Unusual among business histories, this study of one of the Lowell corporations 
spans over a century. Relying on vast and increasingly detailed archival sources, 
the principal analysis begins where many Lowell studies end, in 1850. The much 
discussed early years are treated briefly, though due weight is given to the role 
and strategies of the Boston Associates. Employing unskilled, female, Yankee 
labour to produce standardised, plain sheeting for the growing domestic market, 
their corporations united all processes of production, using the plentiful water 
power of northern Massachusetts. The giant vertically integrated corporations 
of Lowell were radical departures from existing practice in either the United 
States or Britain. Their development represented an unprecedented example of 
co-ordinated industrialisation, which embraced not only manufacturing, but 
urban development, public utilities, insurance and transport. It was made 
possible by shared background, aspirations, wealth and kinship which allowed 
this group of Boston merchants to act collectively, as Dalzell has shown, to 
protect their prestige and prosperity. In so doing it is generally believed that 
they created a society and labour system at Lowell which, by avoiding the worst 
excesses of British industrialisation, bridged the divide between the traditional 
and the modern. 

Gross is not the first historian to question the extent to which workers, 
as opposed to observers, were impressed by the Lowell social and economic 
experiment. What is particularly intriguing in this book is the extent to which 
he is able to demonstrate, in the case of the Boott mills, the erosion of the 
original ‘spirit of Lowell’ by changing employment patterns, technology and 
economic pressures. As early as 1860 there was a rise in the proportion of male 
workers, whilst a growing number of employees were Irish and foreign-born. 
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This trend towards immigrant labour was reinforced in the late nineteenth 
century, when mules were introduced to allow for finer production. As the 
nineteenth century progressed any idea of superior welfare provision had 
receded almost completely. Failures to reinvest and replace or even maintain 
buildings and machinery, meant that not only were efforts to increase labour 
productivity counter-productive, but that by 1905 the mills were every bit as 
dark and satanic as those in Britain. This deterioration dogged efforts at 
reorganisation and modernisation and, in the years prior to the Depression, 
there was a vicious circle of poor working conditions and management. Any 
success in this period was temporary and, throughout the remaining years of the 
firm’s existence ,there was little sign of improved labour conditions in the Boott 
mills. This, along with rising indebtedness, was a major contributory factor to 
their ultimate demise. À 

This is a meticulous research-based monograph which demonstrates, 
convincingly, just how fleeting were the ‘golden years’ of Lowell and how 
damaging was the subsequent neglect. Far from displaying the prowess of 
American managerial performance in the late nineteenth century, this study 
highlights a catalogue of weakness and failure. Too often the importance of 
personality is squeezed from business history whereas, by drawing extensively 
on detailed correspondence, Gross has given it its due weight in this book. My 
only significant criticisms are that at times detail obscures the general themes 
and comparisons with experience in other corporations or textile regions are too 
fleeting. Nevertheless this is an excellent and revealing addition to the history 
of the American cotton industry. 


Lancaster University MARY B. ROSE 


MENACHEM BLONDHEIM, News Over the Wires: The Telegraph and the Flow 
of Public Information in America, 1844-1897 (Cambridge, MA: Harvard 
University Press, 1994. Pp.viii + 305. ISBN 0 674 62212 X, $31.95). 


In 1844, the American public first gained access to telegraphic communication 
with the opening of a government-sponsored line between Baltimore and 
Washington. From the outset the press was one of the most enthusiastic users 
of the service, increasing significantly the speed with which information was 
distributed throughout the nation. The number of telegraph lines grew rapidly, 
and in 1846 six New York daily newspapers established a partnership for the 
purposes of procuring telegraphic news. This was developed under the leader- 
ship of Daniel H. Craig into the New York Associated Press, a national system 
of gathering and distributing information to the press. In 1897, after five decades 
of leadership in news gathering, interspersed by frequent struggles with its rivals, 
the NYAP was dissolved, leaving its rival, the Western Associated Press, as the 
nation’s leading news gatherer. 

Blondheim’s bock traces the growth of an information economy through a 
study of the NYAP and its rivals, charting the emergence of timely news as an 
increasingly valuable commodity. He places these developments within a frame- 
work which views both telegraphic lines themselves and the telegraphic news 
gathering services which used them as businesses in which monopolies were 
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natural and inevitable. They in their turn provided the nation with a common 
information environment, fostering the integration of American society. Their 
creators, he suggests, deserve to be counted among the great systems builders 
of American business history, social as well as technical engineers, who were 
not above using this information empire for their own political ends, whilst 
managing to maintain an appearance of neutrality and independence. 

The successful integration of business, cultural and technological history 
demonstrated in this book echoes other recent American studies of communi- 
cations industries, especially Caroline Marvin’s When Old Technologies Were 
New, which covers all forms of electrical communications in the nineteenth 
century, and Susan Douglas’ study of radio, Inventing American Broadcasting. 
As yet British studies have not chosen to adopt this approach, which offers 
considerable potential to introduce new audiences to business history by 
presenting it in a way which treats business activity in a wide context, 
and links it firmly to social and cultural as well as economic change. The result 
is a lively and highly readable account, based firmly on archival sources, 
which conveys a clear sense of excitement. This is not, however, a compre- 
hensive history of the NYAP, rather it is a series of snapshots of crucial 
moments in that history and of the forces which shaped them. While the intro- 
duction suggests that issues of the control of information and of the impact 
of the telegraph on society will be a central theme of the book, in fact it 
focuses much more on the central business operations of the NYAP, and 
has much less to say on the effects of the information which it processed 
and distributed. In particular, very little is said about the ways in which com- 
mercial enterprises used the information which they received, and of how, 
if at all, this changed the American way of doing business. Nor am I wholly 
convinced by the arguments about national integration, which need to be 
developed more fully if the fact the Civil War took place after rather than before 
the NYAP was founded is to be taken fully into account. Nonetheless 
Blondheim’s book is to be welcomed for its contribution to our understanding 
of the development of the information economy and for opening up an area 
of business history whose lack of visibility to contemporaries clearly belies its 
social, economic and cultural significance. 


University of Leicester SALLY M. HORROCKS 


ANDRE MILLARD, Edison and the Business of Innovation (Baltimore and 
London: Johns Hopkins University Press, 1993 (originally 1990). Pp.xiv + 387; 
illus. ISBN 0 8018 4730 3, £19.00). 


When it first appeared in 1990, Millard’s Edison met with almost unanimously 
favourable reviews, both from business historians and from historians of science. 
Reappearing now in paperback, the book will doubtless be welcomed by 
researchers, teachers and students alike for its broad-ranging, ambitious and 
accessible analysis of Thomas Alva Edison’s business career. 

Edison is, of course, a foundational figure in what historians of science 
and technology, following the work of Bruno Latour, have come to call 
‘technoscience’ the characteristically modern matrix of science, technology 
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and industry which emerged in the late nineteenth century. Edison’s work 
transformed economic and social life, and has become an absolutely integral 
part of twentieth-century culture. Yet the man and his labours were — and are 
still — largely constituted through biographical anecdote and myth. Perennially 
known as the ‘Wizard of Menlo Park’, despite the fact that from the 1880s on 
he established a new laboratory at West Orange, New Jersey, for example, 
Edison has often been seen as the archetypal visionary genius, the heroic lone 
inventor transforming society at a stroke. 

Millard attempts to get away from this rather unhelpful and simplistic 
historiography by focusing on the wider context of Edison’s business career. 
Based on the vast Edison archives, the book charts Edison’s trajectory from 
his early days in telegraphy through the Menlo Park laboratory to his busi- 
ness enterprise at West Orange and beyond, and aims to provide a preliminary 
interpretation of Edison’s work that covers ‘the entirety of his business career, 
dealing with both business and technology and the relationship between the 
two’. 

In that, he is by and large extremely successful. Among the book’s many 
strengths is its highly original account of the enrolment of the laboratory 
sciences into the service of industry, and of the consequent changes to both. 
From a late twentieth-century perspective, for example, it is easy to take the 
notion of industrial research as self-evident, but Millard succeeds brilliantly in 
laying the foundations for a truly contextual study of the integration of science 
and industry in the late nineteenth century. His analysis also sheds interesting 
light on the historical development of the laboratory in industry, and demon- 
strates very nicely the origins of technoscience in machine-shop culture. 

Perhaps the most original contribution of the book lies, however, in its 
powerful analysis of the development of Edison’s strategies of laboratory 
innovation in terms of the changing business context. West Orange, like Menlo 
Park before it, quickly became the technological ‘nerve-centre’ of Edison’s 
fast-expanding international business empire. By 1914, however, the West 
Orange laboratory had become just another division within the larger enter- 
prise, providing a service to other departments within the organisation, and 
a shadow of its former self. In this process, Edison’s own role as inventor- 
entrepreneur changed too. Ironically, he became increasingly constrained by the 
structures he was persuaded to set in place for the effective management of the 
business. 

In many ways, then, this is an exemplary study of Edison’s business and 
technoscientific practice. At the same time, however, Millard’s organisation of 
his material and the book’s narrative structure lead to a certain amount 
repetition at times — though this is perhaps unavoidable with so complex a 
subject. There is also a puzzling lack of interest in the vast market for Edison’s 
products, the consumers. Millard hints, for example, that successful innovation 
was a complex mix of laboratory work, manufacturing, marketing and 
receptiveness to customer feedback, yet does little to demonstrate the im- 
portance of the latter. 

These minor quibbles aside, it must be said that Millard deals effectively 
and economically with the enormous complexities of Edison’s business career, 
conveying an impression of the richness of the archive and illyminating some- 
. thing of Edison the (business)man through the mist of the myth. And through 
its close attention to some of the historical specificities of ‘industrial research’, 
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Millard’s book points towards new and potentially fruitful areas of joint enquiry 
for historians of business and science. ‘Preliminary’ it may be, but it will clearly 
be some time before Millard’s account is bettered. 


University of Manchester JEFF HUGHES 


MAURY KLEIN, Unfinished Business: The Railroad in American Life (Han- 
over, New Hampshire: University Press of New England, 1993. Pp.xiii + 217. 
ISBN 0 87451 657 9, £17). 


This book is a collection of a dozen papers written over the last 25 years. The 
author explains that he was usually too busy with books to write many articles 
of the conventional kind, and came to regard shorter pieces as opportunities for 
developing interesting thoughts of a broader nature. Klein did indeed become 
recognised during this period for his histories of the Union Pacific and other 
railway companies and for his biography of Jay Gould. This collection is 
certainly justified in terms of the range and adventurousness of its themes 
and ideas. 

In fact, two of the more impressive articles, a slightly overlapping pair on 
post-bellum southern railways, are of the more traditional variety, rich in detail 
and empirical data. By way of refutation of Stover’s claim of a takeover by 
northern money, Klein identifies three distinct consecutive groups of southern 
railway leaders — categorised roughly as localists, financiers, and, finally, 
practical men or ‘competent carpenters’. All three are placed securely in their 
business context, their assumptions and strategies are clearly set out, and we are 
given good reasons why, in the first two cases, their policies were made un- 
tenable by internal weakness and economic recession. 

In contrast, a confident study of the history of railway regulation attempts 
with some measure of success to clarify the confusion which often sur- 
rounds this complex subject. A three-stage chronological model is offered, 
and three basic types of rate discrimination (geographical, classificatory 
and individual) are defined. Klein stresses the lengthy obsession with pro- 
competition and anti-monopoly objectives, and argues that there was a contra- 
diction between preserving competition and outlawing discrimination. In the 
twentieth century, consolidation replaced competition as the regulatory 
panacea, which led to different policy errors. Regulation has always suffered 
from a lag between policy and reality. At all times a fundamental source of 
confusion has been failure to understand competition as a process, rather than 
an outcome. Klein suggests that the true American obsession has been with 
winning, not competing. 

Perhaps the most readable, epigrammatic and controversial article was an 
early statement of the author’s ‘revisionist’ interpretation of Jay Gould. Klein 
shows that Gould was an unusual tycoon in several ways, especially his extreme 
secretiveness and complete lack of effort to translate wealth into social stand- 
ing. He attracted apparently disproportionate hostility, often expressed in 
moralistic terms. His accomplishments included mastery of litigation and tech- 
nical genius in finance. This consisted mainly of his ability to gain control of 
large corporations with a minimum outlay of capital. His rate-busting tactics, 
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especially west of the Mississippi, may have contributed to a long-term fall in 
the cost of transport. Gould, however, spent some of his later years trying, with- 
out great success, to become a stabiliser rather than a rate-cutter. It is conceded 
that he was neither an administrative nor a technological innovator and that his 
companies were notorious for their poor physical condition and inefficient 
and unsafe operation. Defending Gould against exaggerated attacks leads Klein 
into counter-hyperbolic cliché of his own. We read of ‘magnificent subtlety’, 
‘awesome’ dedication, the ‘sheer breadth and audacity’ of his vision. Despite 
some psychological insight, such revisionism fails to convince. It is hardly 
surprising that many previous historians have judged Gould in mainly negative 
terms as a destructive figure, or that he should have depended on the protec- 
tion of bodyguards in his own lifetime. 


University of Kent at Canterbury G.W. CROMPTON 


COLLEEN A. DUNLAVY, Politics and Industrialization: Early Railroads in the 
United States and Prussia (Princeton, NJ and Chichester: Princeton University 
Press, 1994. Pp.xv + 303; maps. ISBN 0 691 04769 3, $39.50, £32.50). 


Comparative business histories are few and far between, and this fact makes 
Dunlavy’s monograph a particularly welcome addition to the literature. Railway 
development provides a useful means of comparison, as Dunlavy observes in 
her introduction. She shows how the American and Prussian political structures 
affected the dynamics of railway policy making, the organisation of railway 
interests, and the process of technological change. 

Dunlavy’s research challenges the national stereotypes on railway policy in 
the two countries. Contrary to popular belief, the Prussian government adopted 
a non-interventionist policy towards railway development, while the American 
state governments were actively involved in the promotion and regulation of 
railways. The Prussian state invested very little in railways before 1848, in large 
part because the lack of a democratic political structure made it very difficult 
to raise the necessary funds. In the United States, where democratic political 
structures did exist, funds were invested in railways by the state governments. 
Furthermore, Dunlavy’s research on railway regulation in the two countries 
suggests that it seems reasonable to conclude that ‘economic liberalism’ better 
characterised Prussian railway policies than it did American policies. 

However, despite the differences in the state involvement in the develop- 
ment of railways in Prussia and the United States Dunlavy suggests there were 
also some similarities. For example, in both countries the railway builders 
were able to draw upon the services of government engineers, in Prussia state 
civil engineers, and in the United States military engineers. 

Dunlavy also finds that the organisation of railway interests differed between 
the two countries. In Prussia a national association was founded in 1846 and 
within a year was extended to all German railways. In the United States, on the 
other hand, attempts to form a durable national association failed. It was not 
until 1886 that the American railway companies succeeded in achieving this 
objective. Dunlavy argues that this difference can be explained by the frag- 
mented American political structure. 
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In her chapter on national styles of technology, Dunlavy observes that rail- 
way construction in the United States was less capital-intensive than in Prussia. 
She finds this difficult to explain. Maybe it was partly due to the fact that the 
United States was a spatially larger country with a lower population density than 
Prussia, which meant potentially less revenue per track mile. However, Dunlavy 
concludes that the style of construction in the two countries was influenced by 
political structure. The American political structure encouraged the indiscrimi- 
nate multiplication of railways and, hence, put pressure on the supply of capital. 
On the other hand, the Prussian political structure encouraged an early con- 
sensus in favour of a more durable and capital-intensive construction style. 

It is unfortunate that the book is marred by a rather confusing and misleading 
map of nineteenth-century Germany, perhaps an afterthought of the publisher 
rather than Dunlavy. The map uses a mixture of historic names and contem- 
porary names. The worst example is Kaliningrad, with Koenigsberg in brackets. 
The name Kaliningrad did not exist before the Soviet conquest of Koenigsberg 
at the close of the Second World War. 

Dunlavy has used a wide range of material from archives, including some in 
the former German Democratic Republic which were seldom used by Western 
scholars between 1945 and 1990. She has also drawn upon an impressive range 
of primary and secondary sources. Her book is likely to become a classic study 
of American and Prussian railway policy during the first half of the nineteenth 


century. 


University of Wolverhampton RICHARD A. HAWKINS 


ROBERT F. BURK, Never Just a Game: Players, Owners and American Baseball 
to 1920 (Chapel Hill, NC: University of North Carolina Press, 1994. Pp.xv + 284; 
illus. ISBN 0 8078 2122 5. $34.95). 


Baseball is still called ‘America’s pastime’ for good reason: more Americans 
watch and participate in baseball than any other sport. Yet, as Robert Burk 
convincingly argues, baseball has never been ‘just a game’, but rather a business 
often marked by bitter struggles between players and club owners. 

Burke’s volume is another contribution to a small but growing number of 
scholarly studies on the business of baseball. From the focal point of a historian, 
he traces the evolution of the game from its early beginnings in the 1600s when 
it (or rather a distant ancestor) was brought to the US from England by the 
Puritans. Early baseball clubs usually functioned as decentralised, some- 
what exclusive member-run associations, and most on-field competition took 
place within clubs rather than between clubs. By the mid-1850s, however, the 
baseball-playing fraternity was losing its exclusivity as Irish and German players 
increasingly joined its ranks. More importantly, as baseball’s popularity 
increased and its commercial possibilities became realised, business interests 
gradually assumed control. Thus began what Burk calls a system of manage- 
ment control over its labour force which was unmatched in US history, a system 
marked by the reserve clause, which restricted the mobility of ballplayers 
desiring to move to other clubs; the blacklisting of players; league-wide salary, 
caps; control of player behaviour both on and off the field (such as fines-for 
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drunkenness, disorderly behaviour, or violations of rules of etiquette, late-night 
curfews and sometimes even nightly bed checks). 

In addition, baseball management frequently manipulated the rules of the 
game itself (such as changing the number of ‘balls’ and ‘strikes’) in order to 
lower player productivity (and hence salaries) or to stimulate greater fan inter- 
est in the game. The ability of management to engage in such activities was from 
time to time weakened as new rival leagues were established, but they only 
lasted for a short period of time, either folding or being absorbed into the older 
league; and the former cartel/monopsony arrangement was soon re-established. 
Periodically, players’ unions would also emerge, but these too lasted but briefly. 
Despite the relative ethnic and class homogeneity of baseball players (blacks 
were systematically excluded from the major leagues until the 1940s and very 
few hispanics broke into the ranks), the short career of the typical ballplayer 
kept unions from attaining the high degree of solidarity necessary to counter 
effectively the sometimes ruthless tactics employed by baseball management. 
Furthermore, the baseball industry would eventually enjoy immunity from 
antitrust actions in the courts, as it became recognised as a ‘national institution’ 
rather than as the business cartel it really was. 

Overall, Burk’s history is a meticulously researched account of the history of 
labour—~management struggles in baseball up to 1920. Yet, it is also a lively, 
highly readable volume filled with fascinating anecdotes about players, rule 
changes, and soon. As such, the book will appeal to both the serious student of 
business history and the layman with merely an interest in the game itself. 

This reviewer has only one very minor quibble. Although Burk presents a 
nearly continuous stream of information on ballplayer salaries, he all too rarely 
compares them with wages and salaries of other workers of the period or (except 
in a single case that this reader could find) with ballplayer salaries of today. 
Not until the appendix is the reader likely to discover the series (by Stanley 
Lebergott) on average wages for US workers in general. The conversion of 
players’ salaries of the time into their modern-day equivalents would also 
be helpful in gaining some notion of the extent to which the monopsony struc- 
ture of the labour market succeeded in holding down salaries. 

Lastly, many readers will find a truly valuable addition to the volume in the 
bibliographic essay at the end. The essay provides details on the various sources 
and records (books, letters, guidebooks, memoirs, and so on) available to those 
interested in pursuing further research. 


Lehigh University ROBERT J. THORNTON 


MATHEW W. ROTH, Platt Brothers & Company: Small Business in American 
Manufacturing (Hanover, NH: University Press of New England, 1994. 
Pp.x + 256. 24 illus. ISBN 0 87481 654 4, £27.25). 


This book explores the history of one small Waterbury, Connecticut, metal- 
working company that has so far survived five generations. In one sense the 
Platts are almost unique, since very few small manufacturing firms have survived 
that long. In others, however, they are typical of the general min of small firms 
that collectively employ so many Americans, produce so many of the simple but 
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essential staples of ordinary life, and have withstood the predations of the great 
Chandlerian corporations. 

The Platts were essentially niche producers with an intelligent family 
management and a skilled close-knit workforce. Larger firms generally passed 
by both their basic specialisation in zinc and their particular products. Zinc was 
a difficult material to work, but had useful special qualities. It was cheaper than 
brass, and did not corrode. Their longest lasting products were zinc buttons, first 
for clothes, then in the Civil War for uniforms and tents, finally all through 
the early twentieth century for dungarees and jeans. Ultimately they supplied 
all the major firms, including Levis, with metal buttons and rivets. Later in 
the nineteenth century the firm made metal shoe lace tips and tin umbrella 
ferrules. 

After 1914, Platt Brothers also explored more advanced uses of zinc. From 
the 1920s it was the main source of electric fuse wire ~ which exploits zinc’s 
capacity to change instantaneously from metal to gas. Later it developed 
metallising sprays and rods which use zinc’s ability to act as a sacrificial anode. 
Hence Platts became the main supplier of huge quantities of anti-corrosive rod 
which helped preserve the steel of the Alaska pipelines. In each case very 
difficult chemical and engineering problems had to be solved. For instance fuse 
wire — simple though it appears — has to be made absolutely consistently — 
difficult with zinc — or it will not fuse correctly. It was never quite worthwhile 
for large corporations to learn these skills. If they did, the Platts could quickly 
shift to another use. 

Platts survived because of family commitment. Alfred Platt (1789-1872), 
the founder, set a precedent of supporting the firm at all costs through crises 
and hard times. In prosperity the Platts expanded cautiously. They regularly 
renewed their product lines, and occasionally, as with Civil War Army 
tent buttons, reaped a bonanza. The Achilles’ heel of all small firms are 
succession crises. Alfred’s death led to a legal battle between his children, 
but adoption of the corporate form eased later generation changes. Platts’ 
experience shows how vital efficient marketing and external advice could 
be for a small rural firm. At first Alfred, a farmer at heart, was suspicious of 
merchants, but good fortune attached him to a very effective New York firm 
from Waterbury, which not only marketed the buttons, but also provided 
finance and technical advice. As garment makers and other users grew in scale 
after 1870, so Platts were able to market more directly. Hence determination to 
survive and shrewd market appreciation enabled the firm to weather both 
general crises like war and depression and local catastrophes such as the great 
flood of 1955. 

This book extends the literature on the small firm and flexible production. 
All through American history such firms could survive if the conditions were 
right. The Platts’ experience enables the author to explore many of the central 
opportunities and problems of small firms. Absorbing the family detail is some- 
times tedious, but if small manufacturers are as important in the aggregate as 
the statistics suggest, then it is important to explore their minds thoroughly. 
The manufacture of even small objects like buttons and fuses does have its 
fascination. The main lesson from the Platts is the critical importance of the wl 
to survive and personal commitment in small business. 


ay 


Leeds University J.R. KILLICK 
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KIM MCQUAID, Uneasy Partners: Big Business in American Politics, 1945-1990 
(Baltimore, MD, and London: Johns Hopkins University Press, 1994. 
Pp.xvi + 224 ISBN 0 8018 4651, £32). 


Histories of the United States which focus on the evolution of the relationship 
between business and the government as their central theme are rare; 
works with this theme that are genuinely non-tendentious, informative, and 
pleasant reading are rarer still; those that successfully analyse the recent past 
are rarest of all, and it is a pleasure to review Professor McQuaid’s Uneasy 
Pariners. The author presents the history of emergent relations between big 
and smaller businesses in the United States and the American government from 
the end of the Second World War through the Bush Presidency as perhaps the 
central and dominant theme in American federal government life, the chief 
mechanism by which most American government expenditure was decided and 
generated, and the architect of the peculiar welfare systems and societal life 
(based heavily around the automobile) characteristic of the post-war United 
States. In less skilful hands this interpretation would obviously have quickly 
become unsustainably ideological, and it is a tribute to the author’s abilities that 
he never loses control, although one suspects his sympathies are heavily against 
the policy choices made in post-war America in such areas as health care and 
welfare. 

In the author’s view, while a weak and marginalised business lobby emerged 
from the New Deal period, it quickly established an ascendancy over America’s 
federal government and its central policies through the establishment of 
such bodies as the Business Council — an ‘elite’ group which provided many 
senior cabinet ministers and advisers - and, among smaller businessmen, the 
National Association of Manufacturers. America’s labour unions, superficially 
so powerful at the end of the Second World War, proved no match for the 
economic and business lobbying clout of big business, which triumphed in 
particular under President Eisenhower and then, in a slightly chastened form, 
under Presidents Kennedy and Johnson. A climacteric was reached in the 
1970s with the emergence of anti-business consumer, ecology, and minority 
lobbies, severely undermining the confidence of business groups; rather un- 
expectedly, however, they re-emerged more ideologically dominant than ever 
with the Reagan presidency and the ascendancy of economic rationalism in 
the 1980s. 

This interpretation of recent American history is compellingly and clearly 
told by Kim McQuaid, a professor at Lake Eire College in Ohio. It is a useful 
corrective to many other interpretative models of recent American history, 
and it does not push its claims to improbable extremes, despite the widely 
encompassing nature of its thesis. While clearly commanding respect, the thesis 
also suggests grounds for dissent and objection. In terms of chronology, the 
nexus between business and America’s government is as old as the United 
States, with tariff policy, land grants, railway building, and immigration and 
labour policy forming much of the stuff of American history from the early nine- 
teenth century. Except for the Progressive and New Deal periods, big business 
in America was always triumphant, and the United States was virtually the only 
industrial country never to produce a viable socialist party. In terms of politics, 
most American historians would certainly highlight ethnicity and race as being 
more salient even than class and economic issues, religion, race, and ethnicity 
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determining modern American voting intention and voting blocs at least as 
regularly as class. Yet in recent decades, perhaps, ethnicity has recetved more 
historical tension than class or economics, and for this reason it is valuable to 
have a wide-ranging study which provides a striking measure of balance. 


Deakin University, Australia W.D. RUBINSTEIN 


M. GALANTER and T. PALAY, Tournament of Lawyers: The Transformation of 
the Big Law Firm (Chicago: University of Chicago Press, 1991, pb edition 1993. 
Pp.vii + 197. ISBN 0 226 27878 6, £12.95). 


This century has seen the development in the USA of the large law firm and 
‘the distinctive style of lawyering associated with it’, described and analysed in 
this book. Firms of solicitors in the UK, mainly in the City, have followed 
a similar path, although, as so often, in a later time-scale; the development is by 
no means as well documented here as in the USA, but most lawyers would 
recognise the process of growth described by Galanter and Palay. 

The larger law firms in the UK display much the same characteristics as the 
large US law firm — specialisation, departmentation, an hierarchical organisa- 
tion and continuous growth. In many ways, that growth reflects the evolution of 
the corporations which are their major clients, from national to multinational 
and global enterprise. 

The exploration of law firm growth and the search for the reasons why 
partnerships of two, three or four have become partnerships of similar numbers 
in the hundreds, provides the central rationale for this book. Galanter and Palay 
argue cogently that it is the structure of the law firm, through the recruitment 
each year of young lawyers who progress through associateship (assistant 
solicitorship in the UK) to partnership, which has driven and continues to drive 
their expansion exponentially. This is the ‘promotion to partnership tourna- 
ment’ which, the authors suggest, the law firms deliberately chose to ensure that 
they recruited and kept what seemed to them the best talent available from the 
best law schools, but without realising its full implications. This thesis is under- 
pinned with an analysis of the figures showing the growth of law firms and an 
almost frightening array of algebraic equations, statistical data and regression 
an 

The logic of the tournament, the authors conclude, for some if not perhaps 
all law firms, will be continuing growth and specialisation, increasing depart- 
mentation and hierarchy and the arrival of ‘the corporate ladder’ writ large. 
It is paradoxical that the large law firms are being increasingly driven to adopt 
the very organisational structures that their corporate clients are currently and 
vigorously being urged to abandon. 

This is a fascinating book, with a persuasive argument; would that the volu- 
minous information about the legal profession in the USA in recent years was 
so readily available for the UK profession! 


Oxford Brookes University JUDY SLINN 
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BRUCE E. SEELY (ed.), Encyclopedia of American Business History and 
Biography: Iron and Steel in the Twentieth Century (New York: Facts on File 
Inc., 1994. Pp.li + 512; illus. ISBN 0 8160 2195 3, £55). 


This book is one of nine of the Encyclopedia of American Business History 
which have been published at regular intervals since 1988. Each chronicles the 
fortunes of a particular industry in a free-standing study, though especially 
important sectors, such as railroads and banking and finance, have each been 
granted two volumes. The usual pattern is that the first volume covers the 
nineteenth century, and the second permits readers to investigate the relevant 
business and businessmen to the present day. It is not surprising, therefore, that 
Paul F. Paskoff, Iron and Steel in the Nineteenth Century, was published as part 
of this series in 1988 and provides all the information for the industry before 
the foundation, in 1901, of the United States Steel Corporation, which is the 
starting point of this volume. 

Instead of launching into the topics normally covered by encyclopedias, 
Bruce E. Seely starts with a substantial essay which analyses the iron and steel 
industry during the twentieth century. As a result, readers are able to trace the 
fortunes of this dominant industry from the time when it was clearly not only 
the largest but also the most efficient in the world, to the troubled era after 
1970 when lagging productivity caused a serious deficiency in international 
competitiveness. This well structured account, with its supporting statistical 
information, is an excellent introduction to issues which are recorded in great 
detail on the following pages. It enables the reader to comprehend more clearly 
the problems faced by industrialists, by trades unionists, and also by the govern- 
ment, and to put them into the proper context. 

All of the key executives who have worked in the steel industry are 
recorded, and a serious attempt has been made to place individuals in their 
historical context. The result is that each biography is of a high professional 
standard and is not merely a list of achievements and personal information. 
Good examples of this practice can be found in the entries on Eugene G. 
Grace and Myron C. Taylor. Each entry also includes a bibliographical 
puide and, where relevant, a list of the subject’s publications. Major business 
leaders, such as Elbert Gary and Charles Schwab, are presented in great 
detail but it is the entries on the more remote and shadowy figures, whose 
biographies are now in handy reference form, which will be especially valued 
by users. Trades unionists are not eclipsed by an undue emphasis upon their 
opponents; the labour struggle is recorded and those who led it are recog- 
nised. Many, though not all, of the steel companies are given separate entries, 
and there are a number of excellent accounts, for example that on the Inland 
Steel Corporation which are crisp, comprehensive and authoritative. Like the 
biographies, however, it is often the smaller, less well known entries which 
catch the eye. Where this volume triumphs, however, is not merely in its 
coverage of business and individuals, excellent though they are. It is the 
often substantial entries on broader issues such as technology, strikes, unions, 
welfare capitalism, and the relationship of the industry and the govern- 
ment, which provide an integrated overview of the industry. The quality of 
scholarship in this volume is high; the editor has gathered together a team 
of excellent historians. Perhaps there could have been a greater emphasis on 
wages, working conditions, and above all on productivity, which surely deserves 
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a separate entry. But these are minor criticisms of an excellent work of 
reference which will be frequently consulted by business historians and their 
students. 


University of Leicester PETER FEARON 


PAUL RUTHERFORD, The New Icons? The Art of Television Advertising 
(Toronto: University of Toronto Press, 1994. Pp.x + 270; illus. ISBN 0 8020 7428 
6, £13). 


This study of television commercials is frankly a popular book, designed for 
enthusiasts rather than for those interested in the history and theory of 
marketing on both sides of the Atlantic. Although Paul Rutherford has carried 
out his research with thoroughness and intelligence, there is no framework of 
marketing principles nor any attempt to place his subject in some perspective 
through comparisons with earlier advertising media over the past century or so. 
His aim is to present commercials as an art form, albeit ‘an accidental art born 
of necessity’, through the effort of having to turn commodities into brands by 
‘bestowing special meanings’ on them (p.5). 

Rutherford’s attempt to equate commercials with the icons of medieval 
Europe scarcely seems either precise or illuminating. Yet it does highlight the 
peculiar power of conveying that ‘special meaning’ available to moving images 
but well out of the reach of earlier static advertisements. Much has been written 
about the way in which viewers nowadays harbour illusions that characters 
in soap operas and other television fiction are real-life ones. Producers of 
advertised goods have been quick to exploit this mental epidemic. In Britain, 
a mini-drama serial to push a coffee powder became so talked about that the 
date of each new episode’s launch was announced in advance; certain lucky 
purchasers were offered free videos of the complete serial. Sometimes one firm’s 
publicity efforts are guyed by rivals; the pampered and self-willed girl and her 
over-indulgent father (‘Nicole!’, ‘Papa!’) in a French motor-car commercial 
received their come-uppance in the climax to one by British Rail. 

The ultimate in this process of commercials becoming objects of attention in 
their own right is the Oscar-type awards now given annually. Classical Clios 
in the US apparently go back nearly to the earliest commercials in 1948, to be 
followed by the Canadian Bessies (Broadcast Executives Society) from 1963 
onwards. Europe later followed suit, when the International Advertising Film 
Festival’s Cannes Lions were started up in 1984. Rutherford has surveyed about 
6,000 of the winners and other noteworthy offerings from many nations, and the 
curious can pore over his lists, which cover 2 pages. For those anxious to test 
their comprehension of the book, an eight-and-a-bit page Appendix on ‘How 
to View Commercials’ studies the celebrated British Airways ninety-second 
‘Global’ commercial which arranges crowds into lips, the eye, and finally the 
‘happy face of humanity’ to themes from Delibes’ Lakmé. A whole page lays 
out a framework of rather airy concepts such as ‘aesthetics’, ‘binary logic’ and 
‘ideology’ which are not analytically helpful to business historians in the way 
that marketing principles, mentioned above, would have been. 
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An interesting conclusion is that during the 1980s the ‘standard of creative 
excellence’ in commercials moved from North America to Britain. As 
Rutherford puts it, ‘the British tickled people’s funny bones’ by ‘designing ads 
that amused, jeered, satirized, and relished the offbeat’. To a generation grown 
mistrustful and even contemptuous of ‘hucksterism’, this style of whimsy and 
irony helped to create ‘a pleasing disguise that avoids awakening the contempt 
of potential buyers’ (pp.83-6). However, it is possible that in the present decade 
the Japanese will supplant the British as the recognised leaders in world adver- 
tising, through their ability to create striking and often computer-devised images 
(p.147). Hence this art form shows no sign of flagging, still less the enthusiasm 
of the author or of the University of Toronto Press. The book is dedicated ‘To 
Maggie O., who abhors commercials’. Maggie O. has a point. 


University of Reading T.A.B. CORLEY 


DONALD QUATAERT, Ottoman Manufacturing in the Age of the Industrial 
Revolution (Cambridge: Cambridge University Press, 1993. Pp.xvii + 224, illus; 
maps. ISBN 0 521 42017 2, £35, $59.95). 


Did the Ottoman-ruled Balkans and Middle East experience de-industrial- 
isation between the late eighteenth and the early twentieth centuries? 
According to the author of this book, it all depends what you mean by 
de-industrialisation. Relative to the enormous growth of industrial output in 
western Europe, the United States and Japan, the Ottoman Empire’s standing 
as an industrial state obviously shrank. In absolute terms, however, although 
there are no figures sufficiently complete to prove it conclusively, it is probable 
that manufacturing output continued to increase: certainly it did so from the 
1870s onwards, and Professor Quataert has no doubt that textile production at 
least was larger in 1914 than it had been at any time in the nineteenth century. 
The question of what happened to output per head is less easy to assess. 
However, given the increases in productivity that came about as a result 
(for instance) of the replacement of hand-spinning by other forms of activity, 
as imported, and latterly also home-produced, machine-spun yarn came into 
use, it is at least arguable that the Empire, whose population may have doubled 
during the period, was also producing more textiles per head on the eve of the 
First Worid War than it had been doing around 1800. What is absolutely clear, 
however, is that despite the very small size of the factory sector that had 
emerged by 1914, there can be no more talk of continuous industrial decline in 
the Ottoman lands from the first advent of serious import competition from the 
West after the end of the Napoleonic Wars. 

Professor Quataert’s book involves an exploration where few others have 
gone before, and he has come up with a vast amount of new and fascinating 
information, of interest not only to specialists on the economic history of the 
Middle East but also to all those concerned with the economic (and the social) 
implications of the expansion of the Western economies for the non-Western 
world. He has even discovered important centres of industrial production such 
as the textile industries of Arapkir, Aintab, Gürün and Diyarbekir, whose very 
existence was scarcely, or not all, acknowledged by previous historians. 
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However it is a particular strength of his work that the author puts the internal 
Ottoman market, and the responses of indigenous producers to the opportuni- 
ties offered by it, at the very heart of his analysis. There is therefore much more 
in the book than just a chronicle of changing levels of output in one district after 
another: there is also a great deal about forms of organisation and the nature 
of the (often female) labour force. There is also something, although consider- 
ably less, about sources of capital and entrepreneurship. Nevertheless it must 
be said that the book’s title suggests a rather wider scope than is justified by its 
content. It is essentially about the various forms of textile manufacturing in the 
northern tier of Ottoman lands. There is therefore much about the woollen 
industry of Macedonia, about the burgeoning carpet industry of western and 
central Anatolia, about the cotton and silk industries of many different parts of 
Anatolia and northern Syria, and even about the linen industry of Rize (a town 
at the eastern end of the Black Sea coast). Apart from one short paragraph on 
shoe-making in Istanbul there is, however, scarcely a reference to what must 
surely have been a widespread leather industry, and no references at all to 
food processing, ceramics, wood-working, metal-working or small-scale iron 
production. Nor is there anything, except in passing, on any of the industries 
of southern Syria, which included both those of Palestine and the great city of 
Damascus, or on those of Iraq. No doubt the historical sources for non-textile 
forms of manufacturing are harder to come by, but the latter must obviously be 
considered before it is possible to draw up a final balance sheet for the perform- 
ance of Ottoman industry in this or any other period. Perhaps Professor 
Quataert will turn to these matters in a future book. On the evidence of the 
present work it will be one worth waiting for. 


University of Bristol CHRISTOPHER CLAY 


JOHN LORRIMAN AND TAKASHI KENJO, Japan’s Winning Margins: 
Management, Training, and Education (London, New York, and Tokyo: 
Oxford University Press, 1994. Pp.xviii + 214; statistics and graphs. ISBN 
0 19 856374 4, £15). 


This book aims not only to explain the Japanese post-war economic success, but 
also to answer the question: what can the West learn from Japan? By bringing 
together two authors, one from Britain who has been doing research on 
Japanese management for several years, and one from Japan with an interest in 
Japan’s relation to the West, one could expect a good answer to this difficult 
question. 

Both authors were originally engineering graduates who, as academics, have 
specialised in vocational education (Kenjo) and consulting in skills development 
(Lorriman). This career development is also reflected in the book, which empha- 
sises explanations related to Japan’s human capital as the main reasons why 
Japan has succeeded. Management, training, and education are the three 
‘winning margins’, and three of four main chapters analyse in detail these 
aspects of contemporary Japanese business. The fourth main chapter is a 
lengthy, introductory chapter that gives some highlights of Japanese history of 
relevance for the understanding of modern Japanese business. 
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The authors’ intention has not been to present a historical analysis of Japanese 
business, but to use historical events and values that have developed through- 
out several centuries to explain contemporary business culture and corporate 
behaviour. In this respect they have succeeded. The historical chapter is in itself 
interesting reading. It should be said that business historians who are familiar 
with Japanese business history will hardly find anything new in the chapter. 
However, the chapter could be recommended for politicians, consultants, and 
businessmen who need basic information on Japan’s history. Furthermore, the 
way the authors use historical events and traditional values to explain why 
investments in human capital have been, and still are, given priority in Japan, 
should convince an even wider group of readers that historical knowledge is 
necessary for the understanding of contemporary management issues. 

The book enriches the growing literature that highlights the way human capital 
has been developed, organised and managed in Japan as the main explanations 
of the country’s economic success. Its strength is the enthusiastic and well- 
formulated way the authors share and illustrate their insight with the readers, 
more than any new theoretical or analytical contribution to the study of modern 
Japanese business. The lack of a well-defined analytical model may explain why 
Lorriman and Kenjo fail to give any precise answer to what the West can learn 
from Japan. One weakness is that ‘the West’ is often used as a synonym for just 
Britain, which of course reduces the possibility of giving a convincing answer. 
Secondly, while the British-Japanese authors are good at explaining why the 
cultural dimension is necessary in studies of contemporary Japanese business, 
they do not discuss the cultural constraints in the West which may hamper the 
transfer and adaption of the Japanese experience. The lack of awareness of 
the cultural dimension in Western industrialised countries unfortunately reduces 
the value of their advice on what the West can learn to a number of statements 
of a kind that is widely used in the popular management literature, but which 
academics may find unscientific and difficult to verify. 

However, even if the key question is not satisfactorily answered, the book 
makes a useful contribution to the search for an answer. The book is not 
addressed primarily to academics, but it should stimulate further research, hope- 
fully also on methodological issues. I expect that management students will find 
the book useful, and the price makes the book not only worth reading, but also 
worth buying. 


Norwegian School of Management ROLV PETTER AMDAM 


MARK MASON and DENNIS ENCARNATION (eds.), Does Ownership Matter? 
Japanese Multinationals in Europe (Oxford: Clarendon Press, 1994. Pp.xxvi + 
456; tables and figures. ISBN 0 1982827 1, £39.95). 


The spectacular rise of Japanese foreign direct investment (FDI) in Europe in 
recent years has excited considerable interest. Scholars, amongst others, have 
been eager to discover and evaluate the real implications of the so-called 
‘Japanese challenge’. This volume is the result of an interrelated series of 
benchmark conferences in 1992 which examined Japanese multinationals in 
Europe. The first and largest of these conferences, featuring an interdisciplinary 
and multinational gathering of economists, historians, political scientists, and 


152 BUSINESS HISTORY 


business administration specialists, from Europe, Japan and the USA, was 
hosted by the Euro-Asia Centre of the European Institute of Business 
Administration (INSEAD). Most of the papers which comprise the book were 
first presented and discussed at this conference. They were revised and edited 
in the light of issues that arose and were explored further at subsequent 
conferences. The book can therefore be regarded very much as a stage in the 
ongoing research on Japanese multinationals in Europe — a market which was 
in the process of unification and change. 

In teasing out the significance of Japanese FDI, the INSEAD conference and 
its successors were guided by such questions as, ‘Do Japanese multinationals 
in Europe operate differently? Compared to what? Historically? Cross- 
sectionally? With what consequences for economics and politics? For corporate 
strategy and public policy? In Europe and elsewhere?’ (p.xvii). The editors pose 
these questions, culminating in the one which gives the book its title, in their 
preface, and remind us of them again at the end of the book (p.441). They serve 
as a connecting thread in what might otherwise be a fairly diverse collection of 
papers, although how far they are all answered by the individual contributions 
is open to question. The editors conclude that on the whole ownership does 
matter, but acknowledge that in the light of the often competing evidence and 
analyses presented, their conclusion requires careful qualification. While most 
of the authors seem to agree that the strategy and structure of American, 
European and Japanese multinationals evolved in much the same way, and that 
their foreign operations have also followed a similar path, there were important 
differences. Phenomena which characterise Japanese FDI specifically — such as 
the importance of sogo shosha, the rapid expansion of intra-company trade, and 
the growth of overseas keiretsu — may mean that these differences persist even 
though most Japanese multinationals are more recent and therefore at an earlier 
stage in their evolutionary process. 

Between the editors’ preface and their final chapter seeking for answers and 
implications, the.volume is divided into three parts: an overview, general causes 
and consequences, and industry studies. To begin with, Mark Mason provides 
an excellent historical survey of the growth and development of Japanese FDI 
in Europe. His chapter is enhanced by the comments of three rapporteurs who 
concentrate on the differing perspectives of Europe, Japan and the United 
States. There are then five chapters on the general causes and consequences of 
the Japanese investment flows and the factors that shape them (such as market 
access, firm and industry specific characteristics, technology flows, and so on). 
These are followed by five industry studies focusing on Japan’s presence in the 
European financial services sector, semiconductors, electronics generally, and 
automobiles. 

Although there is plenty of useful material to be mined by the specialist 
(both contributors and commentators include people who have researched and 
written in depth on FDI), this is not a particularly easy book to read — or to 
review. The diverse interdisciplinary approach, which can be so fruitful in 
discussion, leads to problems of cohesion when it comes to the printed word. 
The book would have profited too from stronger editorial control: the system 
of notes and references is not consistent, and there are a number of copy-editing 
errors. 


University of Reading FRANCES BOSTOCK 
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RAJNARAYAN CHANDAVARKAR, The Origins of Industrial Capitalism in 
India: Business Strategies and the Working Classes in Bombay, 1900-1940 
(Cambridge: Cambridge University Press, 1994. Pp.xviii + 468; maps, tables. 
ISBN 0 521 414962, £40). 


Rajnarayan Chandavarkar’s study of the textile workers and industrialists of 
Bombay opens with the bold claim that ‘if the 1970s “witnessed the return 
of the peasant to South Asian history”, the urban poor and the working classes 
have remained largely in exile’. The book’s blurb goes still further, stating that 
this is the first ‘major’ (or ‘comprehensive’) study of the relationship between 
labour and capital in early twentieth-century India. While much might be 
made of ‘major’ and ‘comprehensive’, such a claim grossly misrepresents the 
considerable literature on labour and capital in early twentieth-century India, 
including Chakrabarty’s recent, and in many ways comparable, study of 
the Calcutta jute industry, Rethinking Working-Class History. Moreover, as 
Chandavarkar’s footnotes show, few subjects in the history of Indian industry 
and labour have been more frequently discussed (from Morris in the 1960s, to 
Newman, Bhattacharya, Kooiman, and others in the 1970s and 1980s) than 
the Bombay cotton-textile industry. This, then, is a major work of historical 
revisionism rather than a pioneering study, and as such it is undoubtedly im- 
pressive. 

Chandavarkar seeks to maintain a balanced discussion between capital and 
labour, seeing them as interdependent rather than separate or purely con- 
frontational forces. He argues that Bombay’s entrepreneurs sought to ‘attract 
capital by adopting strategies which enabled them to minimize stocks, maintain 
a rapid turnover and show quick profits’. In consequence, ‘they attempted 
largely to regulate production to the short-term fluctuations of demand. In this 
way, industrial production flourished upon, and indeed perpetuated, an excess 
supply of labour’ (p.398). Risk and short-term profitability thus dominated the 
history of the city’s textile industry and gave rise to several of its distinctive 
features. Chandavarkar rejects the idea of a dual economy of formal and infor- 
mal sectors in Bombay where factory industry had much in common, especially 
in its use of casual labour, with the so-called informal sector. The uncertainties 
of industrial employment made it essential for industry to rely heavily on 
jobbers (whose role in labour recruitment and control has already been much 
debated) and strengthened the importance to the workers of maintaining a rural 
base. The workforce thus created was neither powerless nor homogeneous: 
power was diffused or rested on reciprocal ties; connections with the village and 
with neighbourhood networks in the city were more important to workers 
than, as has often been claimed, caste identity or class solidarity. Indeed, 
Chandavarkar argues that industrialisation did more to promote sectionalism 
than class homogeneity. In some of the book’s most effective passages, he traces 
the sources of rural migration to Bombay, analyses the composition of the work- 
force, and explores the social organisation of working-class neighbourhoods in 
‘Girangaon’, the ‘mill village’ in the heart of Bombay. His argument that rural 
base and urban neighbourhood were more important than industrial workplace 
in explaining worker strategies forms one of the most stimulating parts of the 
book. 

Although presented as a study in The Origins of Industrial Capitalism, the 
book leans more towards the history of labour than of industrial capitalism. But 
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even here there are ironies and inconsistencies. Thus, while critical of others 
for blindly following the stereotypical image of workers produced by elite 
discourse, Chandavarkar is himself almost entirely beholden to official and 
industrial reports for his source material, even when discussing the social world 
of Girangaon. Almost no use is made of vernacular sources, or even newspaper 
reports, which might have helped illustrate the nature of workers’ lives and 
self-perceptions, while repeated use is made, even in this context, of the 
opinions of Fred Stones, Director of Sassoons’ mills. We learn a great deal about 
the rationalisations of others, but gain almost no first-hand impression of how 
workers viewed their own lives. This is not, however, to detract from the over- 
all value of Chandavarkar’s work, which is undoubtedly a major, provocative 
and intellectually forceful addition to the increasingly complex and sophisticated 
history of industry and labour in India. 


School of Oriental and African Studies DAVID ARNOLD 


TIRTHANKAR ROY, Artisans and Industrialization: Indian Weaving in the 
Twentieth Century (Delhi: Oxford University Press 1993. Pp.xi + 243; maps. 
ISBN 0 19 563100 5. £8.95). 


In this study, Roy emphasises the complexity of the impact of imports of 
machine made British cotton products on the Indian handloom industry. He 
argues that the classic de-industrialisation debates with their concentration upon 
employment levels have masked the varied nature of the impact. While not all 
sections of the handloom sector competed with foreign cloth, even those 
weavers affected proved remarkably resilient after the first shock of competi- 
tion. Further, Roy maintains, there was a positive aspect to the process in the 
modernisation of sections of the artisan industry through the provision of 
cheaper manufactured yarns, access to new technologies, integration of markets, 
migration of weavers and increased opportunities for capital accumulation. 
Handloom weaving became less of a rural craft and more an urban occupation 
linked to centres of the modern Indian cotton industry. Thus, the traditional 
image of stagnation and decay amongst handloom weavers after the advent of 
the British is only a partial one reflecting the history of predominantly rural 
weavers. In the urban setting competition provoked a more dynamic response 
in an industry which enjoys once more a thriving export trade. 

There are many strengths in this work. It is based on a thorough analysis of 
the many pre-independence povernment enquiries into the weaving industry, 
providing interesting and informative accounts of the processes outlined above. 
The Indian experience is set well in its Asian context. Roy’s strength lies in his 
account of the historical process. 

However, he is less successful in meeting a second aim of analysing the past 
as a guide to the present. The title of the work is slightly misleading. What is 
presented is an account almost entirely relating to the pre-independence period 
with a final chapter which jumps forward to the 1980s. Partly, as Roy admits 
this stems from the sources. The reliance upon povernment reports binds to 
the policy framework which since independence has been in the direction of 
co-operative societies. However, sources cited in his bibliography should have 
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allowed a more detailed analysis of the industry since 1947. A short field 
study conducted in Sholapur and Salem-Erode provides only eight pages of 
‘impressions’ to offset the official publications. While he acknowledges the deep 
divisions between the problems of the rural sector and the more dynamic 
elements, it is on the latter that Roy concentrates. Yet the question remains: 
how typical is his revised image of an historically adaptive, dynamic weaver? 
Despite the weight of the evidence provided, there is little overall sense of the 
balance within the segmented weaving sector or of the social consequences of 
economic change. 

Moreover, Roy has not been helped by the production: some sources not 
cited, some that are not in the bibliography. Above all an important section of 
Chapter 4 dealing with the impact on weavers of protective policies for the 
domestic mechanised sector was incomplete, while half of Chapter 5 was 
replicated. This is a pity since Roy’s work fills a gap by providing an overview 
of an important industry which in contemporary India still has some 3.9 million 
working looms. This work provides a starting point for future research. 


University of Strathclyde PATRICIA S. COLLINS 


HANS JANSSON, Transnational Corporations in Southeast Asia: An Institutional 
Approach to Industrial Organization (Aldershot: Edward Elgar, 1994. 
Pp.xi + 195. ISBN 1 85278 983 2, £39.95). 


The modern revival of interest in institutional economics and its application to 
the analysis of firms owes much to the ‘rediscovery’ of Nobel Laureate Ronald 
Coase’s seminal article, ‘The Nature of the Firm’, published in 1937 and the more 
recent writings of Oliver Williamson, notably Markets and Hierarchies (1975). 
In recognising that market imperfections may make some form of internal 
co-ordination (internalisation) preferable to reliance upon arms-length markets, 
the transaction cost approach has generated insights into the determinants of 
institutional structure and organisation. In particular, it represents a useful con- 
ceptual tool for those academic disciplines concerned with dissecting the enigma 
of the firm as ‘black box’ to explain the determinants of institutional structure 
and behaviour. This can be extended logically to the multinational enterprise 
(MNE) upon which international market imperfections additionally impinge. 
This book applies the transaction cost approach to the case study analysis of 
the institutional organisation of 17 European MNEs (transnationals) and their 
Southeast Asian subsidiaries. The MNEs themselves are not identified explic- 
itly for reasons of confidentiality but referred to by aliases indicating their 
principal activity. The Introduction provides a short review of the institutional 
economic literature on the MNE, some relevant country data and an intro- 
duction to the case study firms. This is followed by two chapters devoted 
primarily to a review of the relevant institutional theoretical literature on MNEs 
from the organisational perspective. They are particularly concerned with the 
institutional integration of local and regional subsidiary entities of an MNE 
within competing global organisational forms. The first of three analytical chap- 
ters is concerned with the organisational dynamics of the establishment process 
of the case-study firms in Southeast Asia. It tracks the development over 
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time of the activities undertaken locally by the MNEs, from sales agents to 
direct control over marketing and, in some cases, local production as well as 
their vertical interaction with the rest of the company. The second investigates 
the organisational structures of the subsidiaries in relation to their parents and, 
in particular, how they reflect differences in firm size, culture (corporate and 
local), product characteristics and the activities undertaken locally. The final 
chapter discusses the monitoring and control of local subsidiaries in the context 
of potential conflicts between firms’ geographic and product line dimensions. 
This analysis is extended to encompass transfer pricing and its role as an internal 
control mechanism. 

In his preface, Jansson makes a valid point in arguing that many conventional 
theories of the MNE concentrate upon competitive advantage and market 
characteristics at the expense of local circumstances and corporate culture. 
Transnational Corporations in Southeast Asia addresses this failing, being 
primarily concerned with applying the institutional approach to the analysis of 
variations in the organisational structures and activities of MNEs and their 
regional subsidiaries. This leaves little room, however, for consideration of the 
competitive environment within which the case study MNEs and their sub- 
sidiaries operate. Such an approach leads to improvements in organisational 
efficiency via transaction cost minimisation being viewed as the key determinant 
of increased profitability, high regional growth rates and other factors seemingly 
being relatively unimportant. The institutional methodology actually pre- 
dominates to such an extent that the Asian perspective becomes incidental; 
much is made of differences between Western and Asian business practices 
yet the case studies reveal little evidence in support. In fact, the case study 
analyses are partially hamstrung by their anonymity in that very little in the way 
of tangible information is revealed: there is virtually no indication as to which 
Asian countries these subsidiaries actually operate in. The omission of such 
‘market’ characteristics and details of the competitive environment has method- 
ological implications. It is difficult to identify differences in the structure and 
organisation of each MNE’s Asian subsidiaries across what are essentially 
heterogeneous countries. Further, these subsidiaries cannot be compared and 
contrasted with those of competing firms, whether other MNEs (Western or 
Asian) or local firms. It may be that Jansson is in the invidious position of 
possessing this data but being unable to use it explicitly because it may reveal 
the identity of the MNEs concerned. In spite of Jansson’s evident understand- 
ing of the theoretical issues, the lack of such comparators in the empirical 
analysis unfortunately greatly reduces the value of his findings. 

The title of Transnational Coporations in Southeast Asia: An Institutional 
Approach is a highly attractive conjunction of three pertinent areas of academic 
interest. The book is likely to be of greatest interest, however, to those con- 
cerned with applying transaction costs to the analysis of the internal organisa- 
tion of institutions. In particular, it emphasises the behavioural aspects of the 
MNEs’ Asian subsidiaries’ organisations as they try to reconcile the (conflict- 
ing) needs of their parent companies and servicing local markets effectively. The 
author’s written style is generally very compact, making the theoretical sections, 
in particular, heavy going. In addition, the text suffers from numerous tortuous 
sentences, occasional grammatical infelicities and several confusing typos. 


University of Lancaster ROBERT READ 
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RAELENE FRANCES, The Politics of Work: Gender and Labour in Victoria, 
1880-1939 (Cambridge: Cambridge University Press, 1993. Pp.xii + 267. ISBN 
0 521 40199 2, £37.50). 


This exceptional study extends the terms of the labour process debate from the 
narrow focus established by Braverman, and incorporates, among other 
neglected components, an examination of gender relationships in the workplace 
and the social construction of skill, into the argument. The core of the study is 
empirical but well grounded in theory and it constitutes a substantial contribu- 
tion to our understanding of the forces that shape the social relations of pro- 
duction. From an examination of the development of three manufacturing 
industries in the state of Victoria, Australia, from the late nineteenth century 
to the 1930s, Frances abstracts a group of factors — including labour and 
product markets and technological innovations — that guide managerial 
decisions about the organisation of production and affect labour’s experience 
of work. The choice of clothing, bootmaking and printing is well informed; 
together these industries represent a range of manufacturing and business 
structures. The case studies, chronologically structured around the activities 
of the state, are informed by a robust theoretical introduction and concluded by 
a useful revisiting of the integral themes. 

In the late nineteenth century, the nature of work in the clothing trades is 
shown to have been determined by a limited product market, which restricted 
the subdivision of labour and scale economies; and by a female-dominated 
labour market which offered sweated working conditions and stringent discipli- 
nary methods as possible managerial strategies. Organised labour in the boot 
and shoe industries, because of its masculinity, was in a stronger position to 
influence its experience of work, though not always in the manner desired; while 
overt gender hostility informed the peculiar character of the relationship 
between labour and capital in the printing industry. In the following decades, 
the intervention of the state was added to the collection of influences on the 
organisation of production and conditions of work, though its impact was both 
equivocal and variable over time. 

The empirical evidence suggests, perhaps unsurprisingly, that the develop- 
ment of the labour process, while distinct in each of the cases, is nevertheless 
determined by the same group of differently weighted factors, some of which, 
labour and product markets and the role of the state, were fluid; while others, 
notably gender hierarchies, were more rigid. Ali of them impinged on the 
struggle between the capitalist imperative to maintain profits and workers’ 
resistance to exploitation, which underpins labour process theorising. Frances 
handles an awesome range of issues with assurance, and produces a clearly 
structured and entirely convincing argument. Few British business historians 
have scrutinised the work process or acknowledged the significance of gender 
relationships in their research, yet Frances’ study indicates how an understand- 
ing of the structure of business organisation and the development of manager- 
ial strategy may be enhanced by an exploration of these issues. 


University of Leeds KATRINA HONEYMAN 
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STEPHEN R.H. JONES and MEGAN WISHART (eds.), An Archival Directory of 
Business Records held in the Auckland Region (Auckland: Buttle Wilson, 1993. 
Pp.iv + 76. ISBN 0 908689 44 6, NZ$25). 


SIMON VILLE, A Select Bibiliography of the Business History of New Zealand 
(Auckland: University of Auckland Library, Bibliographical Bulletin No. 19, 
1993. Pp.43. ISSN 0067 0499 free). 


These brief but invaluable publications emanate from the Centre for Business 
History at Auckland, and may be obtained from the Department of Economics 
at the University of Auckland. Ville’s bibliography of New Zealand business 
history contains over 1,000 entries classified according to type of activity. 
Although very few items are written from the perspective of academic business 
history, taken as a whole they provide a good descriptive foundation on which 
the business historians of New Zealand will be able to build. In textiles, for 
example, there are company histories of Mosgiel and Alliance which go some 
way towards supplying analysis as well as description. The problem, of course, 
is that in New Zealand trained business historians are likely to remain thin on 
the ground. Jones and Wishart’s directory provides information on the archives 
of 207 enterprises from the Auckland region, together with information on 
access, who to contact, and the scope of the documents. There are some intrigu- 
ing entries, including Air Albatross and the Auckland—Great Barrier 
Pigeonogram Service (established 1897), in addition to those for some of today’s 
leading New Zealand companies, such as the holding company Fletcher 
Challenge and the whiteware manufacturer Fisher & Paykel. The Jones and 
Wishart collection is prefaced by a short guide to sources and methods in 
business history. Now that business history courses are offered in the main New 
Zealand universities, it can be expected that there will be a trickle of graduate 
students wanting to work in this field, and they will find both of these publica- 
tions to be essential works of reference. 


Victoria University of Wellington JOHN SINGLETON 


JOHN R. EDWARDS and BASIL S. YAMEY (eds.), From Clay Tokens to 
Fukushiki-Boki: Record-Keeping over Ten Millennia, Special Issue of 
Accounting, Business and Financial History, Vol.4, No.1 (London: Routledge, 
1994, Pp.235. ISBN 0415 11558 2, £9.99). 


This volume is a special issue of the journal devoted to the evolution of formal 
record keeping ‘over ten millennia’. Inevitably it is extremely selective. The first 
two contributions bring together the expertise of the archaelogist with that of 
the accounting historian to reveal that clay counters were used some 5,000 years 
ago to provide some sort of double entry system. Moving from clay counters to 
written fragments from the eleventh century, further evidence of the use of 
bilateral accounts comes to light. But as in so many other areas of finance the 
great advance in double entry bookkeeping was initiated in the Italian city 
states, and three papers are devoted to early Italian expositions on the methods 
used and the provenance of the first published accounts. These papers are for 
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the committed specialist. Of wider interest are the next few contributions which 
cover the gradual adoption of the new system of accounting, drawing on the 
experience of the Spanish Treasury in the sixteenth century and the practices 
of the Colombia customs houses in the nineteenth. The adoption of double entry 
bookkeeping nearer home is covered in three papers; in France, where it ousted 
the well tried charge and discharge method; in Derbyshire, where it did not 
disturb the accounting needs of a local farmer; and in British town halls, where 
its diffusion in the nineteenth century was extremely rapid. For the most part 
the new system took quite a time to replace the prevailing methods, partly due 
to financial conservatism, but also because the old ways adequately served the 
needs of their users. It was the growth in the size of enterprises and municipal 
activities, and the need for accountability, which made a more comprehensive 
and meticulous system of record keeping essential. The penultimate paper sets 
the adoption of the new system in Japan against a wider historical context, and 
is the most readable in the collection. Japan had its own indigenous system, but 
the move to the imported system was seen as a means of securing more efficient 
management and control of an expanding economy; there was little or no con- 
cern with questions of accountability. The final paper is an archivist’s preserve, 
and fortunately before coming to this paper the one on Japan succeeds in 
providing a useful understanding of the development and place of double entry 
bookkeeping at the end of the present millennia. 

Parts of this volume are indeed for the specialist but a wider audience will 
undoubtedly find the contributions dealing with more modern times very use- 
ful; they should not be deterred by the sub-title. 


University of Liverpool W.A. THOMAS 


FORREST H. CAPIE, Tariffs and Growth: Some Illustrations from the World 
Economy, 1850-1940 (Manchester: Manchester University Press, 1994. 
Pp.viii + 103; figures; tables. ISBN 0 7190 3937 1, £29.99 hb: ISBN 0 7190 
3938 X, £10.95 pb). 


The growth of protectionist measures since OPEC I, the long-drawn-out nego- 
tiations of the last GATT round and the emergence of a ‘new’ international 
trade theory provide testimony that the maintenance of free trade, like the 
preservation of democracy, requires eternal vigilance. For Capie, knowledge of 
the historical experience of protectionism is not just useful, but vital. 
Accordingly, his central aim is to use past experience with protectionism to high- 
light the principal dangers that are present in the world economy, and to remind 
us that we are not immune from these dangers today. Few are more qualified 
to do so than Forrest Capie, who has done so much to raise the technical quality 
of the debate, and this book is a welcome addition to the new series, Insights 
from Economic History (edited by Nick Crafts), which aims to make accessible 
recent research in economic history having a contemporary relevance for policy- 
makers and for economists seeking a digest of key research results. 

This short book begins with a brief guide to the current pattern of free 
trade and protectionism, proceeds via a chapter on new trade theory and 
the role of interest groups and ideas in fostering protection, to a more detailed 
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consideration of the pressures for, and consequences of, protection from the 
mid-nineteenth century through to the Second World War (and beyond with 
much of the statistical material). The standard findings of the current literature 
are largely reaffirmed. Thus, in the first era of growing protectionism — from 
post-bellum America through to the tariff wars of the 1890s — the impact of 
protectionism was small, possibly perverse. with no overall evidence that 
economic growth was fostered by those seeking to manage trade. Protectionist 
pressures, to no one’s surprise, resulted from interest group behaviour, but 
Capie is right to stress that protectionism and nationalism went hand-in-hand 
and led inexorably towards war. The discussion of the second phase, the inter- 
war period, focuses upon the British case, where after a century or so of 
devotion to free trade a general tariff was finally introduced in 1931-32. Capie 
continues to maintain that British economic performance was not improved in 
the 1930s by this shift in policy, and he emphasises the spill-over effects for 
world trade. 

The book’s concluding chapter seeks to draw out the lessons of this historical 
experience: that widespread acceptance of the desirability of free trade is not a 
sufficient defence against the power and influence of pro-tariff interest groups; 
that since comparative advantage does not arrange itself neatly within political 
boundaries, trade blocs such as the EU are an unsatisfactory substitute for free 
trade; and, most importantly, once begun, tariff wars are very difficult to con- 
tain. The message is powerful, aptly illustrated by historical example, and full 
of meaning for the world economy today. But is anyone listening to economists, 
let alone economic historians? 


University of Bristol ROGER MIDDLETON 


LISA BUD-FRIERMAN (ed.), Information Acumen: The Understanding and Use 
of Knowledge in Modern Business (London and New York: Routledge, 1994. 
Pp.x + 254. ISBN 0 415 07788 5, £40). 


This collection contains ten papers drawn from a 1992 conference at the 
University of Reading. ‘The aims are to provide an international comparative 
view and to draw on different disciplines in analysing the nature and uses of 
business information. The interdisciplinary approach is more marked and the 
focus on business is less rigid than in Peter Temin (ed.), Inside the Business 
Enterprise (1991). The book should be of interest to business historians, though 
it poses questions rather than providing answers. Articles on Britain, Japan, 
and France are useful additions to the prevailing US material and excellent 
references offer a good guide to further reading. At the same time, the diversity 
of topic and period makes the total impression rather less than the sum of its 


JoAnne Yates summarises her assessment of business information systems, 
especially office operations, as an aspect of systematic management ideology, 
1850-1920. Yates’ work convinces and has quickly become standard, but the 
extent of changes in office practice among firms remains vague. Campbell-Kelly 
supplies a neatly crafted account of the Railway Clearing House: it employed 
500 ‘number takers’ by tracksides checking truck movements and a central staff 
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of 1,440 clerical staff to clear some five million inter-company settlements 
around 1876. The triumph of co-ordination embodied in this paper-based system 
and its eventual and technological conservatism are both discussed; the social 
character of offices is examined too. Given current rail policies, the piece has a 
topical flavour too; will new technology follow a similar course? Japan is 
represented by Sugihara on state policies to disseminate information on indus- 
trial methods, especially via trade associations, in the later Meiji period. France 
is represented by Mounier-Kuhn’s assessment of the reasons for failure of 
the business strategies of the SEA and Bull computer firms, 1948-64. The firms’ 
different markets and business cultures are seen as limiting their access to, and 
interest in, certain types of technology. 

The other contributions are more analytical and less rooted in the details 
of particular businesses. John discusses American historians’ approaches to 
changes in communications; there are some interesting revisions to the chronol- 
ogy and causal links deployed in Chandler’s work. The power of metaphors 
about speed on historians’ imaginations are noted by John. A similar theme is 
discussed by Bowker on styles of writing about technology, but the approach 
is convoluted. Porter draws on examples from science, economics, economic 
history and accounting to sketch some uses and limits of standardisation. Casson 
reviews the literature in economics on information, offering business historians 
a resumé of concepts, but striking an unusually flat tone. Desrosieres contem- 
plates ways in which the categories and definitions used in official statistics, 
chiefly European, change according to the concerns of particular authorities. 
Bowker and Star look at the problems of operating the World Health 
Organisation’s International Classification of Diseases given cultural differences 
in diagnosis and resources. They emphasise the compromises required between 
the often divergent interests of statisticians and practitioners in order to make 
the scheme operate at all. A paper on the multinational firm might have linked 
Bowker and Starr’s work and the Casson piece. 

The final conclusion is that information takes different forms and is a social 
construct. At their best, in Campbell-Kelly’s or Bowker and Starr’s papers, there 
is much to learn. While information clearly matters, there is a recurring doubt 
about its relative significance in the different contexts; in places we are offered 
trees, but no site plan. 


University of Glasgow MICHAEL FRENCH 


GEOFFREY JONES and NICHOLAS J. MORGAN (eds.), Adding Value: Brands 
and Marketing in Food and Drink (London and New York: Routledge, 1994. 
Pp.xiv + 349. ISBN 0 415 09516 6, £37.50). 


It is not unusual, of course, for edited books to promise more than they deliver. 
However, in this case the imbalance between ambition and achievement is 
less striking than is often the case because the collection as a whole is tightly 
organised, and the opening chapters are particularly lively and engaging. 

_ The volume, which grew out of a conference held at the University of Reading 
in April 1993, is clearly and logically structured. Its subject is branding, a long 
neglected, but now fashionable issue in business circles, and it concentrates, 
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surely wisely, upon the history of food and drink branding in the English- 
speaking world. The book is divided into four distinct sections. The four 
chapters in Part 1 consider the nature and function of brand names, and their 
value (if any) to producers, consumers and society as a whole. The eight 
chapters that make up parts 2 and 3 turn to the more detailed consideration of 
food and drink marketing: the branding of alcoholic drinks in nineteenth- and 
twentieth-century Britain, Australia (and Denmark), and the branding of non- 
alcoholic drinks and convenience foods in twentieth-century Britain and the 
United States. The book concludes with two chapters that examine retailers’ 
own brands in Britain and the United States, and the impact that they have had 
in Britain upon the logistics of food retailing. 

The opening chapters whet the appetite for what is to follow. Mira Wikins 
and Mark Casson set out sharply the issues that are to be addressed in the body 
of the collection. Wilkins believes that branding has benefited both producers 
and consumers, providing the latter ‘with savings in time in the preparing of 
meals, with greater choices, and with more possibilities for satisfaction’ (p.37). 
Casson disagrees most strongly, claiming, for instance, that the view that ‘what 
is profitable for the company is also beneficial for society’ is ‘so oversimplified 
... that it is seriously misleading’ (p.41). These and other issues are taken up in 
the chapters which follow. For although some of the papers tend to be rather 
routine and/or too detailed to seize the attention, most contribute effectively to 
the overall purposes of the collection. Richard Wilson shows, for example, that 
Victorian brewers concentrated upon production rather than marketing, while 
David Merrett and Greg Whitwell reveal the vital role that marketing has 
played in the success of Australian beer and wine in the past few years: “With 
beer the image of “Australianness” was focused on the personality of Paul 
Hogan, whereas with wine the “Australianness” was the timeless environment’ 
(p.185). 

This is an interesting collection, and the editors are more justified than many 
others in believing that the volume that they have put together ‘represents a 
major and original addition to a still-sparse literature on this subject’ (p.xv). 


University of Wolverhampton JOHN BENSON 


BRUCE KOGUT (ed.), Country Competitiveness: Technology and the Organising 
of Work (Oxford: Oxford University Press, 1993. Pp.270. ISBN 0 19 507277 4, 
£30). 


This is an excellent collection of essays and a compilation which for the most 
part works extremely well. The aim of the editor, as stated in the introduction, 
is to provide an overview of changes in work organisation and to link such 
changes to economic performance and country competitiveness. The former 
objective is achieved; the latter is sketched out, but perhaps inevitably proves 
much more difficult to accomplish. 

The editor and authors share a common perspective that the organisation 
of work matters and is significantly shaped by country location. Economic 
circumstances such as factor endowment and the price of factor inputs may influ- 
ence the choice of technology, but innovation, diffusion, and adaptation are all 
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shaped by institutions within a country. Institutions which are stressed are the 
nature of firms and corporate capabilities, educational and training arrange- 
ments, and industrial relations. Most of the authors subscribe to a story 
which goes roughly as follows. Britain, as an early starter, relied on craft forms 
of production which served that country well up to the late nineteenth century. 
However, the development in the US of the American system of manufacturing, 
standardisation and mass production, scientific management, and Fordist- 
type production relations gave the US a growing lead from the late nineteenth 
century onwards. This development coincided with other economic and organ- 
isational changes such as the rise of professional management and the growth 
of the functional and then multidivisional firm. American methods of work 
organisation for a time provided the model for other countries to emulate, which 
they did with more or less success depending on how supportive were the factors 
cited above. At some time in the early post-Second World War period, with 
origins in various countries but especially Japan, new forms of work organisa- 
tion began to emerge. In time these have come to be described under labels 
such as job redesign, flexible specialisation, and lean production. In essence, it 
is claimed by most of the authors, such systems of production give more auton- 
omy to workers and place more reliance on skilled employees. A country such 
as Japan with institutions which encourage flexibility and high levels of general, 
technical, and in-firm education and training has been well placed to develop 
these new forms of work organisation. Germany, with its high labour costs and 
strong occupational training arrangements, has also had both the incentive and 
the capability to develop similar systems. Britain and the US have been much 
less well placed. Transfer of such systems from one country to another is 
possible, but constrained by cost considerations and national institutional 
environments. 

The essays in the collection are divided into three main parts. The first part 
deals with country comparisons in organising work and technology. Thus 
Herrigel charts the development of flexible specialisation in the small and 
medium engineering sector in Baden Wurttemberg; Lincoln provides a useful 
overview of work organisation in Japan and the US; and Sorge and Maurice 
compare the strategies of French and German machine tool manufacturers in 
terms of the introduction of computer numerical control (CNC). In another 
chapter, Westney looks at patterns of R&D organisation in the US and Japan. 
The second part deals with new technologies and patterns of organising work. 
Particularly useful here are the articles by Kern and Schumann on the ration- 
alisation of work in German industry; by Jurgens on national and company 
differences in organising production in the motor car industry; and Whittaker 
on the organisation of work around CNC machine tools in Britain and Japan. 
In two separate articles, on software systems in British manufacturing (Webster) 
and production systems in French automobile firms (Midler and Charuc), 
emphasis is placed on the significance of within country differences. The third 
part contains three useful articles on the diffusion of new ways of organising. 
Kogut and Parkinson, relying on secondary sources, trace the diffusion of 
Taylorism and the multidivisional structure to Europe (it would have been even 
more useful if this article had also included Japan). Dunning looks at differ- 
ences in the governance structure of American and Japanese firms locating in 
Britain in the 1950s and 1980s. Fruin and Nishiguchi trace the origins, develop- 
ment, and diffusion of the Toyota production system, one of the progenitors of 
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the modern forms of work organisation on which the book concentrates. Finally, 
there is a useful concluding chapter by the editor and Dosi which attempts to 
pull the collection together and draw conclusions. 

Overall, then, the reviewer found this a useful and stimulating book. 
However, a few critical points should be registered. First, for historians many 
of the essays might appear somewhat ahistorical in that they tend to tell a rather 
functionalist story of innovation and diffusion. This is the case with even the 
more historically orientated essays, such as those of Herrigel, Kogut and 
Parkinson, and Fruin and Nishiguchi. Second, as already stated, most of the 
authors seem to accept that new methods of work organisation will indeed give 
more autonomy to workers and place more reliance on skilled employees. 
It would seem that one could argue, on the first of these propositions at least, 
that there is scope for debate. Lean production may also often entail ‘mean’ 
production, with rearrangements of hours, faster work pace, and reduction of 
job discretion. Third, there is also perhaps something of a contradiction in the 
essays in that the editor states that ‘the insights of these essays is that there is 
no single best model’, while at the same time Japan and, though to a lesser 
extent, Germany are held out as such. Finally, the link with performance and 
national competitiveness is as much asserted as demonstrated. It would have 
been useful if some of the essays, as on the lines of recent work by the National 
Institute for Social and Economic Research, had provided more detailed paired 
comparisons of industries or firms in different countries and teased out the more 
detailed links with performance. 

In conclusion, however, this collection provides a combination of an excellent 
synthesis, new perspectives, and new empirical material on the development of 
work organisation. It is to be recommended to scholars and could be usefully 
recommended for readings on both undergraduate and postgraduate courses. 


University of Oxford HOWARD F. GOSPEL 


NICHOLAS DIMSDALE and MARTHA PREVEZER (eds.), Capital Markets and 
Corporate Governance (Oxford: Clarendon Press, 1994. Pp.x + 349. ISBN 
0 19 828788 7, £40). 


In both the United States and the United Kingdom, there has been growing 
interest in the subject of the relationship between the management of a 
company and its owners. The central question is how managers can be made 
more accountable to shareholders. In principle, boards of directors represent 
the interests of the shareholders, and managers report to the board. But it is 
claimed by some that in practice managers seem to be able to do as they please 
and directors fail to satisfy shareholders. This concern provided the motivation 
for the appointment of the Cadbury Committee. 

A consequence of the failure of this system of governance to deliver the 
intended outcome was the growth in the market for corporate control; that is 
in takeovers. And while it is clear that potential or actual takeovers have a role 
to play in disciplining management, like everything else in economics there are 
costs to consider and the view has developed that the costs are too high when 
compared with alternative systems. 
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This volume is devoted to an examination of the issues. It is the product 
of a conference held in 1991. There are two parts to the volume. The first and 
longest (11 chapters) is concerned with a variety of questions that relate to 
British experience. The second part (five chapters) considers the experience of 
Germany and Japan. Dimsdale presents a case for reform, and later Allen Sykes 
provides proposals for reform — essentially that financial institutions and com- 
pany managers, ‘should try to recreate the conditions of classical capitalism’. 
Paul Marsh sets out lucidly the role of stock markets and the evidence on their 
performance. In doing so he exposes the technical fallacy in the conventional 
allegations of short-termism. John Kay agrees with this much. However, he 
argues that there is something in the short-termist argument. It is that in order 
for modern companies to prosper there is a need for an environment in which 
organisational knowledge can be created, co-operative ethics established, and 
where ‘relational contracting’ is possible. The British system of corporate 
governance has not provided that environment either within firms, or between 
firms and their suppliers of finance. There follow papers on market efficiency, 
the role for institutional investors, the relationship between banks and firms, 
stock markets, venture capital, and the particular problems of small firms. 

The first chapter of the second part, by Prevezer and Ricketts, compares 
the system of corporate governance in Britain with Germany and Japan, and 
concludes that each system has a logic of its own, that the trade-offs implied in 
the different systems are difficult to quantify, and that there is no obvious advan- 
tage in one over the other for a particular country. Fischer and Edwards show 
that some of the widely held beliefs about the superiority of the German system 
are not supported. And while Corbett finds moderately favourably for Japan, it 
is with some reservations; and Masuyama is critical of the lack of transparency 
in Japanese markets. 

The papers are uneven in style and presentation. Some are by academics 
and some not; some are footnoted and fully referenced and others are not. 
But the collection will help to clarify the issues and provide business and finan- 
cial historians with interesting hypotheses to examine in earlier periods; or 
perhaps to move the focus to more detailed studies of recent years that allow 
for other factors and contexts to be introduced to the discussion. There are 
certainly enough papers of interest for the volume to be of value to business 
historians. 


City University Business School FORREST CAPIE 


KENNETH A. FROOT (ed.), Foreign Direct Investment (Chicago: University of 
Chicago Press, 1993. Pp.ix + 297. ISBN 0 226 26621 4, $45). 


In May 1992, at a National Bureau of Economic Research-sponsored confer- 
ence, Kenneth Froot of the Harvard Business School assembled a large 
group of scholars to give papers and to discuss ‘Foreign Direct Invest- 
ment Today’. In the fall of 1991, Froot (along with Jeremy Stein) had published 
an essay in the Quarterly Journal of Economics, entitled ‘Exchange Rates and 
Foreign Direct Investment’; and in the index of the volume under review, 
Froot’s name appears 18 times (either with reference to this article or as a 
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commentator or discussant); references to Froot exceed those to Richard Caves 
(15), Raymond Vernon (9), or John Dunning (5), and tie for first place with 
Robert Lipsey. 

This volume is the outcome of the NBER conference. Froot introduces 
his subject with a statement on the ‘sudden worldwide surge’ in foreign direct 
investment (fdi): ‘Between 1980 and 1990, world flows of fdi ... have approx- 
imately tripled’ (p.1). But how did this rise compare with ‘world flows’ in earlier 
decades? ‘Flows’ are erratic, as Froot notes. How do we measure ‘tripling’? 1980 
versus 1990? Would the results be the same if we measured 1981 versus 1991? 
Countries define ‘flows’ differently (some include reinvested earnings; others 
do not). ‘World flows’ is a perilous concept. Will this impression set the tone of 
the book? 

Froot assumes (as many scholars have) that fdi equals multinational enter- 
prise. This is wrong; multinational enterprises make fdi, but they also — as Froot 
knows — move over borders technology, management capability, product design, 
and so forth. A theory that deals solely with ‘cross-border expenditures to 
acquire or expand corporate assets’ is not the same as one that explains all facets 
of the widening boundaries of the firm. Indeed, part of the problem Froot has 
with ‘traditional theories’ lies in this original misspecification. Froot has trouble 
deciding whether he is trying to explain fdi flows, fdi level, or multinational 
enterprises. 

Despite its uneven beginning, this is a very stimulating book: how could it 
fail to be considering its splendid group of paper-givers and commentators, 
including Vernon, Lipsey, Caves, Edward Graham, Paul Krugman, Louis Wells, 
David Yoffie, Robert Lawrence, Karl Sauvant, Rachel McCulloch, and Donald 
Lessard? Moreover, my criticisms of Froot’s start notwithstanding, most of the 
concerns he addresses are right on target, and I greatly enjoyed his commen- 


tary. 

Froot and Stein’s QJE article had explained the surge in fdi flows in the 1980s 
as based on internally generated funds that were cheaper than those raised 
externally; the behaviour of exchange rates and stock prices in the late 1980s 
they believed helped account for the surge in Japanese outward and US inward 
direct investments. Most of the contributors to this book wanted to consider 
multinational enterprise and thus broadened the topic ~ albeit many commented 
on the impact of floating exchange rates, the wealth effects and protectionist 
effects, as possible explanations of fdi in the late 1980s. 

The essays, each followed by a comment and then a discussion, are exciting. 
For the business historian there is a lot on causes and consequences. I began to 
think about short interludes of ‘surges’ in fdi flows and long-term trends — and 
their relative significance (which is more important, the surge in capital flows 
into the United States 1986-89, or the gradual internationalisation of American 
industry that has accelerated since the start of the 1970s); about efficient and 
wasteful fdi (which is which? do we decide ex ante or ex post?), about multiple 
herding equilibria (a new phrase for me); about business cycles and multi- 
national enterprise behaviour (perhaps we should pay more attention to busi- 
ness cycles); about stable oligopolies and competition (how much new 
competition is introduced with the globalisation of industry); about alternative 
reasons for the low profitability of foreign-owned multinationals in the United 
States in the late 1980s; about old theories and new contexts; about what 
was behind (and whether historically there was validity in) Deborah Swenson’s 
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findings for a sizeable sample, 1974-90, that foreign firms paid a premium over 
domestic ones in their US acquisitions and that foreign acquirers were less apt 
to be challenged by the Justice Department, the Federal Trade Commission, 
and the Internal Revenue Service than their domestic counterparts (where did 
Defense Department challenges fit?); about, more generally, what were the 
legitimate comparisons between multinational enterprise and domestic firms’ 
activities; and, finally, about what is new about multinational enterprise in the 
early 1990s. The book offers no definitive answers, but poses crucial questions, 
and is very thought-provoking. 

Most of the contributors recognise that history matters. Business historians 
will find invaluable the summary statistical data presented by Lipsey. They will 
enjoy Vernon’s overview. They will not be surprised at Yoffie’s findings on the 
‘stickiness of foreign investment’, which they would describe in terms of ‘path 
dependency’. Yoffie’s contribution offers a truly excellent and global historical 
perspective on multinationals in semiconductors. Wells’ paper on East Asian 
multinationals as ‘mobile exporters’ will be very useful to business historians. 
In short, there is much here to delight business historians; I highly recommend 
the book. 


Florida International University MIRA WILKINS 


DAVID J. JEREMY (ed.), An International Directory of Business Historians 
(Aldershot: Edward Elgar, 1994. Pp.x + 405. ISBN 1 85278 920 4, £29.95 to 
contributors, £95 to others). 


This volume undoubtedly fills a need. At the simplest level it satisfies the idle 
curiosity of the business historian as to his colleagues’ ages, qualifications, 
and important publications. At a less facetious level, it provides an indication 
of the world wide health of the discipline, with around 750 entries from 
about 30 countries, with North American, Japanese and European entries pre- 
dominating. 

Each entry is laid out on standard lines with the business historian’s name, 
present post and address, year and place of birth, degrees and qualifications, 
current offices and honorary positions, fields of expertise, and up to five main 
publications. The entries are in alphabetical order of the historian’s surname. 
These comprise the bulk of the book. In addition there are a series of helpful 
indices. They list the historians by country and by their fields of expertise, 
broken down by type of industry, by subject of investigation, by geographical 
scope, and by period. There is also a listing by teaching and consultancy 
expertise. Thus if ‘central casting’ were searching for a business historian expert 
on Tibetan business culture in the oil industry in the medieval period this is 
where they should look (needless to say with disappointing results, in this 
particular case). 

Inevitably the volume can be criticised for not being comprehensive. There 
are a number of omissions which I noted, including some ‘big names’ in the 
British business history field. The extent to which the compiler can be blamed, 
if after several attempts potential entrants remained mute, must be very 
limited; perhaps the publication of this volume will shame the backsliders. into 
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participating in any subsequent updating. Some elementary analysis can be 
conducted on the indices to show that the Americans have the largest number 
of entries, followed by the Japanese, with the British in third place. Given that 
the directory was compiled in the UK, this may overstate the relative impor- 
tance of the UK. Not surprisingly the most ‘popular’ industry was the financial 
services sector, closely followed by ‘transport and communications’ and the 
business subject most subscribed to was ‘entrepreneurs and entrepreneurship’, 
which owes much to its catch-all nature. Some of these categories can be criti- 
cised for overlap or duplication but no doubt the editor would excuse himself 
on the grounds that they were chosen by the contributors and hence are their 
own preferred description. Otherwise it is difficult to see how the utility of the 
directory could be improved, besides increasing its comprehensiveness. It will 
be a useful reference work. Let us hope that the ridiculous price to non- 
subscribers will not deter steady sales. 


Thames Valley University JOHN ARMSTRONG 


CHRISTOS PITELIS (ed.), Transaction Costs, Markets and Hierarchies (Oxford: 
Blackwell, 1993. Pp.vi + 280. ISBN 0 631 18371 X, hb, £50; ISBN 0 631 18898 
3, £17.99 pb). 


Christos Pitelis has brought together 11 essays by leading critics of the Coase- 
Williamson approach to the firm. The aim is to provide a rigorous critique of 
the assumptions and implications of this transaction costs perspective. The 
contributions come from slightly different backgrounds, but a common denom- 
inator amongst them is an attempt to reassert the role of power, rather than 
efficiency, in explaining the nature and historical development of firms. 

One of the strengths of the book is that is draws out some implications of a 
lack of precision and clarity in the use of language in the transaction cost 
literature. For example, in one of the most lucid contributions, Keith Cowling 
and Roger Sugden consider the definition of a firm and show how important 
quite fine distinctions can be. In their view, the distinguishing feature of a firm 
is that production is co-ordinated by a strategic decision making central body. 
Accepting this definition, it is easy to see how the extent of monopoly power 
may be underestimated (rather than exaggerated as the transaction cost 
approach would suggest) by conventional measurements. 

This is not a book primarily aimed at the business historian, although several 
chapters deal with the historical development of the firm. Of most interest will 
be the contributions by Hodgson and Marginson. Geoffrey Hodgson argues that 
the predominance of a particular governance structure should be explained by 
evolutionary selection rather than the traditional comparative statics approach 
of comparing their transaction costs. In chapter seven, Paul Marginson criticises 
the way the employment relationship is dealt with in the transaction cost 
literature to take issue with Williamson’s use of efficiency in explaining the his- 
torical evolution of the firm. 

Many of the authors include nders to the effect that they recognise the im- 
portance of the Coase-Williamson approach and merely wish to improve it. 
However, by the time we reach Pitelis’s concluding essay it is difficult to avoid 


BOOK REVIEWS 169 


the impression that little is left of the transactions cost edifice. This is not 
necessarily a weakness. The primary aim of the book is to point out inconsis- 
tencies in the theory and show its limitations. This it does effectively and, on 
occasion, devastatingly. There are also hints of the direction an alternative 
paradigm might take. 

The critiques make little attempt to overcome one of the main drawbacks of 
the transaction costs approach — the lack of clear and testable hypotheses. 
Clearly both efficiency and market power are not exclusive explanations of 
hierarchy, yet if this is so it is difficult to see how the balance between the two 
explanations is to be tested. 

That perhaps unavoidable point aside, the only problem I have with the book 
centres on its structure rather than its content or analysis. Each of the chapters 
stands as an essay in its own nght, with a particular approach and critique, but 
all of them spending time setting the terms of the debate. In practice, this means 
that the first part of nearly every chapter is taken up by outlining the Coase- 
Williamson theory. This is justified by Pitelis on the grounds that dipping into 
chapters is easier as a consequence, yet it does seem to involve unnecessary 
repetition. 

In Transaction Costs, Markets and Hierarchies, Pitelis and his co-authors have 
presented us with welcome contributions to the understanding of the limitations 
of the dominant transaction cost paradigm. It is well argued, readable and 
will be especially useful to researchers in industrial organisation, regulation 
and firm evolution, to graduate students and also, with some direction, to under- 
graduates. 


Nottingham Trent University DAVID PATON 


WILLIAM J. BAUMOL, Entrepreneurship, Management, and the Structure of 
Payoffs (Cambridge, MA: MIT Press, 1994. Pp.xi + 311. ISBN 0 262 02360 1, 
£26.95). 


The author has been writing about entrepreneurship, and its neglect in econ- 
omic theory, for at least 25 years. This monograph draws together many of 
the ideas developed in that time, and encompasses material published already, 
in expounding a highly distinctive theory of entrepreneurship. The unconven- 
tional essence of Baumol’s thesis is that entrepreneurship is a quality which is 
not manifest in standardised and hence easily identifiable behaviour, and is thus 
best explored by examining the environment in which it may or may not flourish. 
The entrepreneur can thus be found in any society, but the rules and oppor- 
tunities which vary between those societies necessarily generate a different 
entrepreneurial response in relation to the varied rewards or payoffs which may 
be gained. 

A central part of the thesis lies in the fact that some societies offer incentives 
for unproductive activities. In medieval China, for example, the greatest wealth 
and prestige was to be obtained through a position in the bureaucracy gained 
by examination success, while commerce offered meagre rewards. Some social 
structures allows rent seeking, the acquisition of some part of the fruits of 
economic enterprise by an agent who does not make a positive contribution. 
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The merger boom of the 1980s provides illustrations, as Milken’s income as 
the leading organiser of junk bond finance for corporate takeovers reached 
$500 million per annum. An economic environment which allows frequent 
litigation can also be detrimental to entrepreneurial effort. Many leading 
American entrepreneurs, from Whitney to McCormick, Bell, and Ford were 
involved in legal wrangles over patent rights. Edison declared that ‘my electric 
light inventions have brought me no profits, only forty years of litigation’ (p.90). 
In Japan, in contrast to the United States, patents were awarded to those who 
first filed an application rather than to those who proved they were the first to 
discover some process. This encouraged early filing of patents and, as a result 
of the attendant haste, imperfections which left them open to challenge. Both 
effects advanced the dissemination of information. 

The treatment of innovation, imitation, and technology transfer is in the 
Schumpeterian tradition, but with added emphasis on the process of dissemi- 
nation. Indeed Baumol links technological imitation to economic convergence 
amongst industrial nations. This offers a more generous place to the ‘parasitic’ 
imitator than Schumpeter allowed in the continuing process of technological 
advance. But the fact that the rewards which allocate entrepreneurial effort and 
thus productive success are determined by economic circumstances is the central 
thesis. This, in turn, suggests that policy designed to aid productive entrepre- 
neurial effort will reap economic benefits. 

This is a distinctive model which is worth the full exposition which a book- 
length study makes possible. It combines an impressive array of historical 
illustration, formal theory, and even some econometric testing. It will not go 
unchallenged, but it raises many important issues and, critically, it expounds its 
subject in terms which allow empirical evaluation. It will not be ignored by any 
serious student of the history or theory of business organisations, managerial 
economics or entrepreneurship. 


University of Aberdeen C.H. LEE 


JOHN RICHARD EDWARDS (ed.), Twentieth-Century Accounting Thinkers 
(London: Routledge in association with the Institute of Chartered Accountants 
in England and Wales, 1994. Pp.xvci + 374. ISBN 0 415 10283 9, £50). 


The book is a celebration of the quincentenary of the publication of the first 
printed book to include details of the principles of double-entry bookkeeping. 
It is a biographical compendium including considerable detail of the lives, 
backgrounds and problems faced by selected accounting writers and teachers 
among those active in the first eight decades of the present century. No choice 
of ‘Thinkers’ could be free from controversy, but the selection here has been 
carefully made and is international in scope. Of 19 chapters, four each are 
allocated to representatives from the United States, and from the United 
Kingdom, three relate to Japan, two to Germany, and one each to Finland, 
France, Holland, Italy, Canada and Australia. In highlighting the influences 
upon these men which may have affected their approach to their work, the book 
identifies the patterns of intellectual debt which each owes to his predecessor 
and draws attention to the linkages between them. For the most part, the 
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authors of individual chapters are writing as colleagues of their biographees. 
Their direct personal knowledge of the characters about whom they are writing 
imparts a unique quality to the book. 

In England, the academic accounting profession has twentieth-century 
origins, and the strands of intellectual debt remain remarkably clear. The 
pioneering work of Lawrence Dicksee as prolific writer for practitioners who 
single-handedly provided a large portion of the accounting literature of his 
day is well chronicled. As a university teacher at Birmingham and then at the 
London School of Economics (LSE) Dicksee also laid foundations for an 
academic treatment of the subject. 

The LSE has continued as a major training ground for academic accountants, 
and a large number of today’s academics can trace their interests and enthusi- 
asms to those of William Baxter and Harold Edey, who with David Solomons 
are the subjects of Geoffrey Whittington’s chapter on ‘the LSE triumvirate’. The 
significant roles of others at the LSE, such as Ronald Edwards, Basil Yamey, 
Bryan Carsberg, and Michael Bromwich, are also mentioned. 

Of other chapters on English-speaking academics, that on Raymond 
Chambers recalled for me a visit to Sydney University in 1972, when he followed 
an interrogation on the purposes of accounting with a verbal justification of 
continuously contemporary accounting which combined logic with passionate 
commitment in a way he has made his own. Elsewhere, to take another exam- 
ple, Edward Stamp’s emotionally charged and fiercely independent commitment 
to accounting reform, so well known to his colleagues and contemporaries, is 
equally faithfully recorded. 

Only the biographies of Raymond Chambers, Kenneth MacNeal and Richard 
Mattessich are common to Edwards’ book and to that by Gaffikin and Aitken, 
The Development of Accounting Theory: Significant Contributors to Accounting 
Thought in the 20th Century (New York and London, 1982), which is the closest 
equivalent publication known to me, but this serves only to indicate the 
difficulties of selection. Gaffikin and Aitken tabulate biographical material and 
selected bibliography, and use selected extracts from publications by their 
biographees, to create a resource book for the study of original works. Edwards’ 
book lays no equivalent emphasis on a functional pedagogic purpose. It is 
instead a thoroughly good read for those seeking a broad understanding of 
accounting issues and of the men who have been motivated by them, and its 
pedagogic value is a bonus. 


Lancaster University J.R. MACE 


T.L. HASKELL and R.F. TEICHGRAEBER (eds.), The Culture of the Market: 
Historical Essays (Cambridge: Cambridge University Press, 1994. Pp.ix + 524. 
ISBN 0 521 444683 £35). 


When business historians hear the word ‘culture’ they usually reach for their 
calculating machines. The domain of culture.is notoriously difficult to define. It 
appears to be everywhere business is conducted and nowhere in particular. The 
editors of this well-produced volume make a brave attempt to provide their 
readers with the resources to discuss the milieus in which market relationships 
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have been framed and conducted since the early modern period. Their contrib- 
utors range in topic and location from the formal gardens of eighteenth-century 
France to the rise of collective ethics in modern America. These diverse subjects 
are arranged in a coherent fashion and intelligently discussed in the editors’ 
useful introduction. For the essays deal not only with the emergence of cultural 
stereotypes of market and business behaviour in Europe and America but also 
with the different social regimes in which market relations flourished. Later 
sections of the volume consider such cultural products as novels and painting as 
well as the theoretical discourses on human motivation and effectiveness which 
developed between the age of Thoreau and that of Talcott Parsons. The essays 
are almost invariably well researched and clearly written. 

An important theme raised in different studies is the birth of business 
rationality and the capacity of economic actors to devise rational responses to 
market opportunities. Dewald’s essay on the French ancien régime argues 
persuasively that landed aristocrats were capable of deliberate calculation but 
were confused and defeated by political changes which made complex and 
almost impossible demands on their resources as the price of public influence. 
This issue of honourable conduct appears at different points in the collection 
and suggests that market transactions are always conducted within a system of 
non-monetary values and moral constraints that are essential to the efficient 
functioning of contractual obligations. Reddy’s thoughtful essay on Balzac 
indicates that the subtle interplay between resources, freedom and honour was 
a vital constituent of both literary representation and public ethics in French 
society. The capacity of the unscrupulous to manipulate and exploit the search 
for honourable conduct and bonds of trust in American banking is exposed in 
Agnew’s essay on Johnson, who appears as an early exemplar of the virtues of 
making friends and influencing people by telling plausible lies in public life. Such 
abuse of entrepreneurial freedom disturbed and confused contemporary 
American moralists, as the studies of Jacksonian politics and Thoreau’s philos- 
ophy reveal. Talcott Parsons appears to have been correct to register the 
functional necessity of moral codes to constrain irresponsible opportunism by 
rational agents in society if not in markets. 

The second valuable insight gained from this volume is the importance of 
institutions in the embodiment and transmission of cultural values during 
periods of economic transformation. Jacob’s study of Masonic Lodges and 
Wiener’s examination of Victorian criminal codes document the significance of 
institutions as bulwarks against the gales of creative destruction which market 
forces often precipitated. Where moral codes of honour could not constrain 
damaging exploitation of market conditions and when social conflicts threatened 
to disrupt the accommodations off the market, then institutions were created to 
restrain the dangerous exploits of the adventurer and the anger of the dispos- 
sessed. The anxiety of intellectuals such as Mill to secure both the freedom of 
the economic agent and institutional protection for those without resources 
arguably led him further into intellectual crisis (as it did Max Weber) than the 
philosophical angst portrayed in Haskell’s closing piece. Whilst such studies 
indicate the importance of carefully reading contemporary texts in order to gain 
an understanding of business ethics, they offer little more than clues to the 
methodologies which should be employed. Readers will be disappointed to find 
that there is no attempt to provide any systematic analysis of the comparative 
development of markets or cultural representation in Britain, France and 


BOOK REVIEWS 173 


America during the periods covered. What historians of capitalism need is not 
merely an examination of cultural production but also how the market for such 
products was constituted and how their consumers actually behaved within and 
without the public gaze. 


University of Exeter JOSEPH MELLING 
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Abstracts 


Japanese Economic Success: Timing, Culture, and Organisational 
Capability, by Etsuo Abe and Robert Fitzgerald 


Japanese economic success has been built upon the establishment and 
development of key manufacturing sectors, and the perspectives 
of business history can especially reveal that complex interaction of 
companies, markets, business networks, and state which has over time 
created a globally competitive industrial system. Long-term economic 
growth was capped in the 1950s and 1960s by growth rates that were 
unprecedented in their scale and duration. Similarly, the process of 
industrial transformation accelerated in the years between 1918 and 
1950, important developments finally coalescing during the post-war 
period into the so-termed ‘Japanese industrial system’. Debates over 
the timing of economic development in Japan are intertwined with 
debates on the contribution of a pre-industrial national culture to 
business success. The historical record suggests that the acquisition 
of organisational capabilities within Japanese manufacturers has 
been shaped by the timing of the country’s industrialisation and by its 
consequent development needs. The nature of Japanese management 
and Japan’s industrial system, although influenced by cultural attri- 
butes, was shaped by organisational and economic objectives attuned 
to the circumstances of the country’s industrialisation, and competi- 
tive advantage followed from the unavoidably nationally specific 
process by which potential was ultimately matched by capability. 


The Role of Managerial Enterprise in Post-War Japan’s Economic 
Growth: Focus on the 1950s, by Hidemasa Morikawa 


In pre-war Japan, large-scale business enterprises tended to become 
managerial enterprises, but around 1930 this transformation was still 
in a stage of transition. Managerial enterprises developed rapidly 
due to the militarisation of the economy during the Second World 
War, and, after 1945, following the dissolution of the zaibatsu by 
the occupying US forces. The purge of businessmen that had co- 
operated with the military, and tax and land reforms which affected 
the wealthiest, were other contributory factors. Economic growth 
after 1950 assisted the development of managerial enterprise, just as 
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managerial enterprise accelerated economic growth by facilitating 
investment and the expansion of business capability. The majority of 
post-war Japan’s most important executives were promoted from 
within their companies. They were already acquainted with their 
workforces, especially their engineers, and fully understood their 
capabilities. This knowledge and the support they enjoyed amongst 
their employees were critical to the strategic decision-making that 
guided the investments that brought rapid growth, and, with these 
organisational assets, they won the confidence and support of banks, 
business allies, and government. It was those managerial enterprises 
controlled by salaried managers promoted from within and the 
emergence of new entrepreneurial enterprises which led Japan’s 
post-war economic growth. 


Kigyo Shudan: The Formation and Functions of Enterprise Groups, 
by Takeo Kikkawa 


The enterprise groups, formed after the Second World War, and 
horizontally linking a number of associated companies, are widely 
accepted as a notable characteristic of the ‘Japanese Industrial 
Management System’. The purpose of these groups, and therefore 
their particular contribution to industrial organisational capability, is 
rooted in the period of their development, the 1950s. Interlocking 
share ownership within the groups brought a sense of security, 
allowed managers to exercise control over their companies, and 
encouraged firms to plan in terms of long-term growth rather than 
short-term profits. Nevertheless, the objectives and advantages of 
inter-firm groupings altered over time, and these changes reflected 
developments in the Japanese economy and in the commercial and 
organisational needs of companies. This institutional arrangement 
has been a notable aspect of the Japanese industrial system, charac- 
teristically distinct from the Anglo-American economies and a con- 
tributor to competitive advantage and differential growth rates. 


The Formation of Distribution Aeiretsu: the Case of Matsushita 
Electric, by Masahiro Shimotani 


The Japanese keiretsu, specifically vertically linked firms, have 
attracted global attention, and there is continuing dispute over their 
purpose. They act as close, long-term business relationships between 
large corporations and a number of selected smaller firms. They have 
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been seen as rational effective systems, especially suited to the circum- 
stances of Japan’s industrialisation, and as a factor in its economic 
success. On the other hand, they have been criticised as closed systems 
that exclude potential competitors. Keiretsu are generally divided 
into production keiretsu, financial ketretsu, and distribution ketretsu. 
As a pioneer of distribution keiretsu, Matsushita (Panasonic) grew in 
Japan by securing the outlet of its products at ‘appropriate’ prices, and 
is now its nation’s largest electronics manufacturer. Its distribution 
structure was founded in the 1930s, but the changes introduced in the 
1950s finally brought it substantial commercial advantages, and 
encouraged rivals to form similar networks. 


The Rise of the Mass Market and Modern Retailers in Japan, by 
Mariko Tatsuki 


The Japanese distribution system was established in the mid- 
eighteenth century, when the current stratified structure of whole- 
salers, brokers or middle merchants, and retailers was already 
evident. As a result, the mass manufacturers of consumer goods, 
including electric appliances and automobiles, began to market their 
own products in the 1950s, the traditional distribution system being 
unsuited to their requirements. Supermarkets and discounters 
emerged in the following decade. They had to compete against small 
retailers and the chain stores owned by large manufacturers, and 
their share of total consumer sales was limited even in the 1970s. 
Because of its history and fact of rapid post-war growth, retailing and 
marketing in Japan has retained unique features. 


The Evolution of the Financial System im Post-War Japan, by 
Tetsuji Okazaki 


The Japanese financial system is regarded as a key factor behind 
Japan’s remarkable post-war growth. The main bank arrangements, 
linking companies with a principal source of funds, and complemen- 
tary institutional networks were complex and intricate, and under- 
pinned industrial investment and expansion. In the 1950s, the city 
banks, as the main banks of manufacturers, were asked to supply 
large amounts of funds to their clients, acting as substitutes of the 
stock market. As their liquidity decreased, post-war reconstruction 
policies reduced their risk-bearing capabilities. In order to stabilise 
the system and to sustain the funds needed for strategic industries, 
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the Ministry of Finance and the Bank of Japan began actively to 
regulate the financial markets, while the Ministry of International 
Trade and Industry co-ordinated policy with the industrial sector. It 
was this system of complementary institutions, including the main 
banks, long-term financial institutions, and government agencies, 
which enabled Japan’s high-speed growth. 


The Development of Production Management at the Toyota Motor 
Corporation, by Masaru Udagawa 


During the oil crisis of the early 1970s, which so damaged the inter- 
national automobile industry, Japanese manufacturers were able to 
enlarge their share of world markets. Their advantage had been 
created over a long period, led by the Toyota Motor Corporation, 
and soon followed by competitors like Nissan. Creative production 
systems and quality control programmes, implemented throughout 
the 1950s and 1960s, provided Japanese firms with organisational 
capabilities with which to become world class enterprises. 


Work Rules, Wages and Single Status: the Shaping of the ‘Japanese 
Employment System’ by Shinji Sugayama 


The status hierarchy in Japanese enterprises collapsed during the 
tumultuous years of ‘total war’ and post-war democracy, and the 
‘Japanese employment system’ was greatly affected by the ‘white- 
collarisation of blue-collar workers’. This transformation can be seen 
through changes in the work rules and wages systems at Hitachi 
Electric from the 1930s to the 1950s. The labour ideology of the 
wartime planned economy, which saw enterprises as ‘production 
communities’ and assumed equality between white- and blue-collar 
workers, challenged the nature of employment relations. As the 
experience of the post-war union movement reveals, this wartime 
ideology exerted a pervasive influence on Japanese labour, and, 
during the US Occupation, it forced widespread, ‘democratic’ reforms 
on enterprise management. In consequence, the main elements of the 
Japanese employment system were formed and reinforced during 
the 1950s and 1960s. 


Japanese Economic Success: 
Timing, Culture, and Organisational 
Capability 


ETSUO ABE and ROBERT FITZGERALD 
Meiji University and Royal Holloway, University of London 


Those economic and business historians who remain unaware of the 
advantages of comparison must now number very few indeed, but all 
attempts to abandon national insularity are in practice constrained by 
understandable barriers of language. Because the work of Japanese 
scholars often remains closed, knowledge of the Japanese experience 
continues by necessity to be limited, despite an accelerating growth in 
relevant English-language works.' The remaining gap has significant 
implications, simply because Japan has become the world’s second 
largest economy and a competitive force within international markets. 
Moreover, Japan’s historically recent and relatively rapid success serves 
as an invaluable comparison for all those intrigued by the patterns 
and pathways of economic growth and development. Whether or not 
the interests of researchers and analysts lie predominantly elsewhere, 
Japan is an invaluable point of reference, reflecting one of the post-war 
world’s central realities. It stands as a notable ‘development model’, 
a rich repository of case-material for those trying to unlock the secrets 
of economic growth; by breaking the geographical association of indus- 
trialisation with western Europe and North America, it is emulated by 
the newly industrialising nations of the Far East, their activities creating 
three globally important regions; and it is envied by those less success- 
ful countries of the post-war period, the USA and Britain. 

The scale of Japan’s growth is easy to demonstrate; explanation is 
always much more difficult. Rapid expansion after 1945 was undoubtedly 
assisted by the economic base which Japan had established before 
the Second World War, the core question being the extent of this con- 
tribution and the impact of wartime dislocation. There exists some 
debate over the timing of ‘modern economic growth’ in Japan, the 
definition of periods facing all the common problems of interpretation 
and generalisation. Some stress the importance of long-term develop- 
ment, trade and ‘proto-industrialisation’ under the Tokugawa shogunate, 
and Japan was commercialised before it was industrialised, but most 
trace modernisation from the regime’s ending in 1868, the year of the 
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TABLE 1 
JAPANESE ECONOMIC STATISTICS, 1900-1980 





Year GDP. Industrial % Employed 

Yen bn Production Secondary 

(1975=100) (1980=100) Sector (a) 
1900 ; 0.9 118 
1910 12 149 
1920 24 168 
1930 14,485 39 17.1 
1940 22,318 8.2 23 6 
1950 17,275 42 16.6 
1960 40,237 189 22.8 
1970 118,016 66.6 28.0 
1980 181,170 100 0 25.4 


Note: (a) figures unclude all those employed in manufacturing, mining, and gas, electricity, 
and water utilities. 


Source. Economust, Economic Statistics, 1900-1983 (London, 1985), pp.111~20. 


Meiji Restoration. After that date, Japan was assisted by the commitment 
of successive political factions to economic growth, and by the increasing 
centralisation of executive power. Fear of colonisation and nationalism 
were strong motivations, just as a series of wars stimulated both feelings of 
insecurity and levels of manufacturing output.” Although the government 
assumed an active role in economic development, entrepreneurs and 
business dynasties and the contribution of the Japanese firm now rightly 
attract the major interest of historians.* Kuznets locates 1874-79 as the 
beginnings of industrial transformation,’ but his case is not undisputed. 
Industry was undoubtedly the fastest growing sector of the economy 
between 1887-1939, expanding at an average of over six per cent per 
annum. Cotton textiles emerged as the country’s leading manufacturing 
sector, although heavy industry had established a presence by the 1890s.° 
But Japan was developing from a low absolute point, and in the 1920s 
manufacturing output, still a minor part of the economy, was dominated 
by foodstuffs such as bean paste, soy sauce, and sake and by the silk 
and cotton textile trades. Japan had at an early date a well-developed, 
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TABLE 2 
COMPARATIVE RATES OF GROWTH IN REAL TERMS, 1900-1983 
(AVERAGE RATES PER ANNUM) 


Year Japan U.S.A UK W.Germany 
1900-13 40 15 29 
1920-29 3.7%) 17 4 0(d) 
1929-38 6.2(a) 0.1(c) 19 27 
1950-60 88 3.3 27 7.8 
1960-73 10 4 41 23 44 
1973-83 3.7 20 22 1 6 


Notes: (a) 1930-38; (b) 1920-28; (c) 1929-39; (d) 1925-29. 
Source: Economist, Economic Statistics, 1900-1983 (London, 1985), p.127. 


urbanised market for traditional products, but the scope of industrial 
transformation was limited by comparison. The production of foodstuffs 
was conducted in relatively small-scale units, although some international 
enterprises, like Dai-Nihon Sugar Manufacturing, did emerge.’ The silk 
industry continued to rely on traditional methods of operation, and 
raw silk — effectively a primary good — dominated Japan’s merchandise 
exports. Change was more securely located in the cotton textile industry: 
by the 1920s, it had become internationally competitive through the use 
of modern technology, vertical integration, and investment in human 
resources, and its developing managerial hierarchies were staffed by 
indigenous personnel.’ Although cotton and silk were the twin pillars 
of the Japanese inter-war economy, there were large and managerially 
complex concerns in heavy industry, chemicals, materials, and mining, 
many of whom were members of the zaibatsu conglomerates. In other 
words, a quarter of the largest 200 industrials in 1920, and a third in 1930, 
were engaged in textiles, and the biggest enterprises were shipyards 
supported by their own steel facilities, most notably the Kawasaki 
and Mitsubishi works.’ Yet significant adjustments in Japan’s overall 
industrial structure did occur in the inter-war years: in 1930, 35 per cent of 
Japan’s top 200 manufacturers were to be found in machinery, primary 
metals, transportation equipment, and chemicals.’° The conglomerates 
of Nissan and Nihon Chisso, often called the new zaibatsu, emerged in 
this period to illustrate the force of these changes. By 1940, economic 
growth and military requirements had established a heavy industry sector 
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that accounted for 59 per cent of all manufacturing output; food products 
and textiles were responsible for 12 and 17 per cent respectively. But it is 
worth noting that only 7.7m of Japan’s 32.5m employed labour force 
were engaged in manufacturing, mining, or the provision of utilities, while 
14.4m worked on the land." Japan seems to fit the ‘Gershenkronian’ 
model. Growth from a position of ‘economic backwardness’ rested on 
the narrow, ‘uneven’ development of cotton textiles and heavy industry, 
an example of isolated modernisation surrounded by time-locked sectors. 
In contemporary terms, the shipyards located at Nagasaki or Kobe were 
impressive in their size and organisation. The contribution of agricultural 
improvement in Japan to the process of rising living standards and indus- 
trialisation was not as significant as the prior case of Britain.'* The active 
participation of government and the concentration of industrial activity 
within the zaibatsu also matches the requirements of Gershenkron’s 
paradigm. For reasons of economic necessity and geo-political strategy, 
the ‘visible hands’ of government and inter-company networks supple- 
mented the slower mechanisms of the market.” 

The legacy left by the pre-war economy to Japan’s post-war ‘economic 
miracle’ can be viewed in a number of ways. In determining the critical 
years, the scale of industrialisation and Japanese economic growth at 
various points in time are obviously useful indicators. The Japanese 
economy did grow by compounded rates of 6.2 per cent per annum 
between 1930 and 1938, but this figure is surpassed by a figure of 8.8 
per cent between 1950 and 1960 and 10.4 per cent between 1960 and 
1973.14 The deleterious impact of the Second World War on Gross 
Domestic Product is apparent, and, as measured in constant values, it is 
its doubling in the 1950s and the phenomenal growth of the 1960s 
which is particularly remarkable. The same pattern can be seen from the 
index of industrial production, though even more markedly. Further- 
more, Japan remained in general an overall importer of goods till the 
1960s, when it finally won its worldwide reputation as an international 
competitor. Until 1964, more Japanese worked in agriculture, forestry 
and fishing than in manufacturing, the absorptive capacity of heavy 
industry and machinery companies being a main cause of change. 
Like other developed countries, Japan’s economy and trade balances 
stumbled during the oil crises of the 1970s, but, in its determination 
to continuously increase productivity and restrain inflation, it emerged 
in the mid-1980s with its relative competitiveness enhanced. Japan 
had, in 1990, a balance of trade worth Y6,518bn or some $52bn; by 1992, 
it had reached over $120bn.!° Macro-economic indicators clearly demon- 
strate the Japanese ‘economic miracle’ to be a predominately post-war 
phenomenon, even if the process of transformation and industrialisation 
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has deeper roots in the nineteenth century and, more obviously, in 
the 1930s and the war years. During the 1950s, Japan had to recover 
from the consequences of war and defeat, and the rapid expansion 
continued into the 1960s. The rate of economic growth sustained over 
such a long period and the speed of penetration into foreign markets have 
won the label of ‘miracle’, but the tag is widely recognised as a potential 
misnomer.” Japan’s achievements were hard-won, and, far from being 
an unexpected quirk of fate, they are founded on the calculated develop- 
ment of economic capability. 

The Japanese economy’s success rests upon its strength in manufac- 
turing, for the country’s agriculture, distribution, services and utilities 
are not internationally competitive, and, sheltered by law, custom 
and agreement, they are relatively inefficient. As a result, Japan’s 
productivity per head is still below that of Britain, although the differ- 
ence is now marginal.'® No country can be internationally competitive 
in all sectors, and it is well understood that specific industrial ‘clusters’ 
act as essential props to national advantage.!? Any explanation of 
economic ‘transformation’ must consequently focus on specific manufac- 
turing sectors and the development of organisational capability within 
industrial companies. There is, then, a further aspect to the debated 
legacy of the pre-war Japanese economy: to what extent had manage- 
ment and organisation been developed in the pre-war period, only to be 
extended in the post-war years? In seeking to outline and explain 
the transformation of Japanese manufacturing, its structure, and 
management, the specific historical circumstances that moulded them 
have to be demonstrated. As we shall see, the strategic outlook which 
led to the creation of organisational capabilities placed an emphasis 
upon co-operative alliances as well as competitive rivalry, on long-term 
investment and rapid growth, and on organisational adaptation and 
human capital, in addition to focused production, productivity, and the 
techniques of operations management. Japanese business objectives 
and organisation became in many important respects differentiated 
from their major competitors in the West, and any explanation of 
competitive advantage lies with the location of their origins. Japan’s 
dependence on the capabilities of people and systems is a reflection of 
national circumstances. The country has few natural factor endowments 
in raw materials, energy supplies, or land, in contrast, say, to the United 
States or the newly industrialising Brazil; nor does it possess the 
geographical advantages of Hong Kong or Singapore as entrepots. A 
large population provides Japan with an extensive domestic market, but 
this current advantage is itself a result of success: it attracts interest as 
a “development model’ precisely because its ‘transformation’ occurred 
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from a background of low per capita incomes. In short, the country’s 
factor advantages are far from natural; they have been created. Japan’s 
manufacturing companies have had to win value-added from the raw 
materials they generally import, and they have done so at a level which 
sustains a competitive advantage over rivals with greater natural endow- 
ments. While, then, a macro-economic analysis of Japan’s recent history 
provides necessary perspective and sweep, this approach fails in many 
cases to illuminate those very origins of economic success or the creation 
of organisational capability at an industry or company level.” There is 
no easy, single explanation which might account for the rise of Japan, just 
as explanations of decline in parts of North America and Europe must 
always be circumscribed. But the achievements of the Japanese economy 
do rest upon the competitive strengths of its manufacturing companies, 
strengths which are internal and, in the institutional relationships formed 
with banks, affiliated firms, and government, often external. 


il 
INDUSTRIAL TRANSFORMATION 


By defining the period of critical change in Japanese management and 
organisation, it will be possible to elucidate the nature and impact of the 
country’s industrial transformation. As one would expect, the issue is 
surrounded by debate, and, given the available evidence and problems of 
interpretation, it is dangerous to be too definitive. Some commentators 
have pointed to the existence of the inter-war cotton textiles industry as 
proof of a significant legacy in management and organisation soon to be 
bestowed upon the post-war Japanese economy.”! But cotton spinning 
and weaving made smaller technological or organisational demands 
than the emerging heavy industries of engineering, shipbuilding, and 
steel, each production unit continuing to focus on specific process-stages. 
With limited examples of vertical integration, simple line management 
was Sufficient in most textile firms, although the multifunctional form 
had appeared in the larger enterprises by 1940.“ While seniority and the 
lifetime employment systems — perceived as two key elements of Japan- 
ese management — could be found in heavy industry after the First World 
War, these were generally absent in textiles, where labour management 
remained less systemised. The young female employees to be found 
in the cotton industry normally returned to their villages to marry, 
but heavy industry needed more committed and permanent solutions 
if the quantity and quality of its male labour were to be assured. Even if 
the heavy engineering plants of the Mitsubishi and Sumitomo zaibatsu 
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had a well-organised middle management, headquarters control was 
weak (on definitions of zaibatsu, see Morikawa).” In order to operate 
effectively, many key Japanese companies before the Second World 
War, notably those in steel, engineering, and shipbuilding, were obliged 
to internalise activities within enterprises or conglomerates. These 
concerns became sizeable compared to many British and European 
counterparts, mainly because their expansion occurred from a position 
of ‘economic backwardness’. They could not draw on a ready pool of 
well-trained, adaptable labour; they could not rely on market mecha- 
nisms for purchasing and marketing; capital was scarce and hard to 
obtain; and production systems were often rudimentary, and heavily 
dependent upon foreign technology and the transfer of knowledge and 
expertise. The attention paid, first, to the management of human 
resources and, second, to the flow of raw materials and finished goods 
shaped the objectives and structure of Japanese companies. Western 
corporate structures, managerial procedures, and product and produc- 
tion technology had to be adapted to the different circumstances 
and requirements, and, in necessarily giving priority to the development 
of human skills and resources, Japanese enterprises assumed a culture of 
constant personal and organisational development.” Success depended 
above all on the creation of organisational capabilities in the hiring, 
training and utilisation of managers and workers; on, therefore, the 
simplification of tasks, a clear hierarchy, and an inculcated sense 
of purpose and co-operation. This view of companies as a collection of 
people, implicit in the very word kaisha, is seen by many commentators 
as the defining element of Japanese management. Though the Japanese 
employment system has its roots in the period before the Second World 
War, it went through many stages of development and adaptation, and 
the same comment can be made about other aspects of management.> 
But the self-reliance of Japanese companies, their sense of internal 
loyalty and vigorous competitiveness, was always combined with the 
establishment of networked alliances that encompassed suppliers, 
buyers, fellow manufacturers, and banks. Emerging manufacturers 
were faced with the problems of absorbing and applying new methods 
within a short time-span, and, by necessity, operational tasks had to be 
subdivided between many companies which could specialise in them.” 
This approach could have been a barrier to Japanese economic devel- 
opment had not the permeability of relations between companies 
and organisations enabled them to recoup the advantages of returns to 
scale. Institutional coupling was a symptom of the ‘late development 
effect’, as personal and organisational links replaced slower and 
inchoate market mechanisms, but it also offered particular benefits to an 
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emerging economy. Co-operative alliances spread the risks of new 
investment in a country where capital was scarce, and entrepreneurial 
initiative and large projects were encouraged by mutual understanding 
between manufacturers, banks, and government. There were conse- 
quently benefits in the sharing of market and technical information, and 
resources could be marshalled behind a workable objective instead of 
being dissipated amongst rival projects. This reliance on inter-firm 
networks fits uneasily with Chandler’s description of the large-scale, 
multidivisional enterprise. Japanese companies were, like the British 
firms.he so solidly condemns, smaller than US rivals; as we have seen in 
the cases of Mitsubishi and Sumitomo, headquarters control was not 
always strong; family and personal influence, not professional top 
management, was characteristic of many large concerns, although 
ownership and control were separated in the inter-war Mitsui zaibatsu;7’ 
and manufacturing units, reliant on a nexus of contacts for line and 
support operations, emphasised production and productivity, and as a 
consequence needed only a straightforward multifunctional managerial 
structure. It has been argued that, in accordance with Chandler’s 
analysis, US companies were primarily driven in their mergers and 
reorganisation by the advantages of large-scale production systems; 
technological and marketing returns to scale made them focus on the 
flow of goods. Japanese firms had to concentrate on human resources 
and the adaptation of production, product and market expertise, and, in 
looking for ‘substitutes’ to incomplete market mechanisms, they evolved 
a different set of managerial approaches, organisational structures, and 
institutional relationships.” While Gershenkron conceived his views 
on ‘relative backwardness’ by surveying the economies of eastern and 
southern Europe, Japan might arguably stand as the best or clearest 
validator of his theories. 

To summarise a complicated and, to date, unresolved debate, Japan’s 
industrialisation and the organisational capability of its companies can 
be traced over a long time span, beginning arguably in the nineteenth 
century and more certainly in the inter-war period and the war years. To 
accept this viewpoint, however, is not to deny the critical decades 
of the 1950s. As we have noted, the Japanese economy had been damaged 
by the Second World War, and both GDP and industrial production had 
fallen. Output was boosted by the USA’s pursuit of the Korean War, but 
there was at this stage little evidence of a pending ‘economic miracle’. It 
was over the next two decades that Japan benefited from a sustained and 
unprecedented rate of growth, and, in aggregate terms, the compound 
effects of this expansion were soon evident. This achievement was built 
upon developments in managerial and organisational capability. Within 
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many companies and state agencies, crucial decisions in govern- 
ment-business relations, strategy, vertical and horizontal integration, 
managerial organisation, bank-industry linkages, labour relations, 
and production systems had to be made. It is the sum of these changes in 
internal organisation and external connections that have been endowed 
the title of ‘Japanese management system’, and they have in many partic- 
ulars been given a mistakenly long pedigree, often stemming back to 
the nineteenth century. We must be wary, too, of generalising the 
Japanese experience, especially when the organisational objectives of 
industries and companies have undergone constant change. The majority 
of large enterprises, for example, are not to any substantial degree mem- 
bers of the kigyo shudan, which regrouped or formed during the 1950s, 
despite nominal membership (on definitions of business groupings, 
see Morikawa, Kikkawa and Shimotani); while many firms do have close 
links with banks and do carry high debt—equity ratios, Toyota has a proud 
history of independence and self-financing;*! employment systems based 
upon lifetime employment, seniority, and fringe benefits are available 
only to that minority of employees working directly for corporations; 
while Matsushita tended to import technology, its rival Sony has always 
invested heavily in innovation; the Japanese have been characterised 
as technological imitators, as opposed to innovative adaptors, but they 
have responded to industrial maturity by currently spending more on 
research and development than their competitors.” Nonetheless, many of 
the common characteristics which compose the Japanese management 
system did have their birth in the 1950s, and this deepening and spreading 
organisational capability underwrote the ‘economic miracle’ of 1950-73. 
It was these changes which composed a means of rapid economic trans- 
formation, and, because they overcame Japan’s development barriers, 
they are now imitated by East Asian neighbours, including mainland 
China. 

Given the contribution of manufacturing to Japanese economic success, 
which factors explain the characteristics of the management systems 
that have underpinned the post-war competitive vigour of the kaisha? 
Clearly, a flexible, eclectic approach and analysis is required, and, in 
seeking this optimum, we reach an issue of enormous import in which 
interpretations can be delineated but never satisfactorily resolved. It is a 
problem that exercises many researchers of management and develop- 
ment studies, but it is, in fact, greatly suited to the methods and perspective 
of the historian. The culturally specific explanation of Japanese success 
seeks to identify business methods with the adaptation of deeply en- 
trenched, traditional attitudes, namely a sense of collective spirit and 
commitment. Imported production methods and organisational systems 
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are moulded by cultural norms to produce a unique management system, 
which cannot be wholly replicated outside Japan. The culture-free 
hypothesis holds Japanese management and organisational capabilities 
to be more deliberately established during the country’s industri- 
alisation and most obviously in the period after 1945. Technological 
and organisational imperatives and later international competition forced 
the pace of change, so shaping Japanese culture and traditional values. 
The choices taken and the systems founded in the 1950s have been the 
chief impetus behind Japan’s post-war economic miracle, and, as we 
shall see, these were not a ‘natural’, cultural inheritance but a response 
to particular political, social and economic circumstances. An analysis 
of these developments and a detailed explanation of when and why 
they occurred is an important contribution to current debate over the 
nature of Japanese management, which is so often unable to separate 
substantive issues of strategy, systems and organisation from difficult, 
vaguer concepts like culture. It is to be hoped that the techniques of 
the business historian can unravel at least some aspects of this problem, 
so helping to distinguish between principal cause and effect. 


M 
THE CULTURALIST PERSPECTIVE 


Japanese management has been perceived as essentially different to 
the practice of other countries, and as incapable of imitation or transfer 
elsewhere. If this perspective is accepted, Japanese management charac- 
teristics must stem from particular cultural traits, and the ‘economic 
miracle’ is accordingly rooted in attitudes and patterns of behaviour 
seemingly favourable to commercial enterprise and organisation. While 
culture may be relatively easy to define, the distillation of national 
characteristics is more difficult and open to a charge of questionable 
generalisation. There is, of course, no commonly accepted view of culture, 
but it implies those elements of human nature which are neither gene- 
tically inherited and so common to all mankind, nor those that are the 
province of individual personality. National cultures are attitudes 
and patterns of behaviour that are learned within different societies, and 
the results of socialisation are understood, communicated and reinforced 
by shared symbols, language, and expectations. In the process of ‘mental 
programming’, genetic influences, culture and individual development 
represent increasing degrees of human uniqueness, and, through the 
second level of ‘programming’, a society acquires those values that are 
associated with a significant proportion of its population. Japan was 
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the first non-Western nation to industrialise, and the historian and 
management researcher’s interest in cultural contrasts is to be expected. 
Moreover, the Japanese emphasis on companies as human organisations 
appeared to contradict previous assumptions about ‘ideal’ organisational 
forms. The ‘Scientific Management’ tradition of US companies, based 
on a leadership in mass production techniques and management organisa- 
tion, seemingly explained their nation’s post-war economic dominance, 
and had paid scant attention to the complexities of human motivation. 
Commitment would follow from the ‘correct’ systems and reward 
structures. But the association of collective and personal motivation 
with Japanese economic success re-opened debates about the nature of 
organisations. The notion of Japanese-style management acted as pro- 
genitor of the human resorces movement in the USA and Europe, where 
alternatives to previous methods and assumptions were sought as a 
means of reversing industrial failure. Attitudes at the sub-organisational 
level assumed the urgency once given to formal organisational and mana- 
gerial structures.” Debates on the advent of so-called ‘postmodern’ 
organisations — replacing Fordist concepts of mass production and 
deskilling, and seemingly responding to new flexible technologies 
and segmented markets — reinforced the greater premium to be placed on 
the contribution of people.” 

How, then, might we analyse and specifically define Japanese culture? 
It is apparent that the acquisition of cultural traits can only be explained 
historically, and one recurrent theme is the historical influence of geo- 
graphical and physical adversity, and the concomitant need for group 
cohesion, collective identity, and ‘uncertainty avoidance’. In order to 
pursue wet-paddy rice farming, the village communities of pre-industrial 
Japan had to be bound together, and family connections cemented this 
social and economic interdependence. Just as individuals were linked 
to families, families were linked to village communities; and village 
communities looked to local lords for protection and favour, just as local 
lords looked to the Tokugawa shogunate. Consequently, hierarchial 
connections had a political and military purpose as well as an economic 
and social one, and, within this ‘vertical society’, membership of a group 
became closely tied to personal identity. The ‘vertical society’ proved an 
enduring aspect of Japanese society and culture. In order to maintain 
group cohesiveness, an inculcated sense of mutual obligation, discipline, 
respect for elders, and seniority-based rank limited disruptive forces 
and the naked expression of personal ambitions. Individuals gauged 
their worth according to their place and respect within the collective, not 
by the assertion of their own views or interests. But, in addition to obli- 
gations, mutual rights and the welfare of all group members were 
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secured through consultation procedures, and a common sense of 
security was preferred to direct talking and confrontation. It is further 
argued that the forms of Confucianism and Buddhism adopted in Japan 
reflected these ideals. Both encouraged propriety and respect in inter- 
personal relations, improvement through education, personal discipline, 
mutuality, a lack of ego, and group identity. It is thought by some that 
the mercantile houses of Mitsui, Konoike, and Sumitomo were modelled 
on the values and practices of village communities. The Japanese 
concept of ie or household is particular to Japan. It extends the strength 
of family ties to other social and economic institutions, with one signifi- 
cant difference. In meeting his many obligations, the head of a group is 
expected to appoint the personnel or successor best suited to each post, 
regardless of primogeniture and blood links. This outlook is the source 
of great organisational strength, and it facilitated at an early stage 
the professionalisation of management. Blood relationships are more 
influential within the organisations and public life of other Confucian 
and Buddhist societies, and large-scale enterprises in South Korea, 
Taiwan, and Singapore continue to be owned or managed by families. 
In short, Japan’s traditional cultural traits were, following the Meiji 
Restoration of 1868, modified and transferred to its emerging industries, 
and it is contended that the influence on employment systems was 
most profound. It follows that Japan’s success, like the more recent 
rise of other Far Eastern countries, is rooted in the adaptation of 
well-entrenched cultural traits or, to give it a name, the establishment 
of neo-Confucian societies,” Many writers have become jointly inter- 
ested in the achievements of Japan and the ‘Pacific Tigers’, and 
concluded that these countries share one common feature, namely the 
sense of duty, hard work and collectivism inspired by Confucianism. But 
there is, in fact, a very uncertain line of causation between traditional 
culture and successful industrialisation: the timing of developments in 
Japanese industrial management and the extent of their modification 
from village community life do make this link with pre-industrial values 
too frequently tenuous. 

Those analysts that directly link economic success with cultural 
differences are supported by the work of Hofstede, which detects 
variations in national management systems.*° His survey evidence rests 
upon 116,000 personnel questionnaires owned by IBM, and these 
revealed the views and attitudes of employees spread across 40 
countries. He also utilised 38 other studies that, all together, looked at 39 
countries. Selecting a few traits that Hofstede defines as indicative 
cultural attitudes, he looks for those differences in values that require 
organisational responses. So, the Japanese emphasis on ‘uncertainty 


JAPANESE ECONOMIC SUCCESS 13 


avoidance’ and social stability may require guarantees of job security, 
while Anglo-American economies are based on labour market mobility; 
individualism encourages personal incentives, but collectivism remuner- 
ates group achievement and minimises pay differentials. In concluding 
that organisations are ‘culture-bound’, Hofstede believes that there 
are no universal answers to the problems of organisation and manage- 
ment.” Any definition of ‘Japanese management’ should be circum- 
scribed by caveats, precisely because perceptions have been shaped 
only by the practice of large-scale manufacturing companies, and little 
difference is generally allowed even within this narrow group. Never- 
theless, there are a number of characteristics regarded as commonplace 
to the Japanese corporation. These include the identification of employ- 
ees with firms, a collective spirit, and a sense of duty and mutual 
obligation (on and giri). Internal labour markets are supported by life- 
time employment, seniority-based pay and promotion, twice-yearly 
bonuses, and welfare benefits, and companies are willing to spend 
resources on training schemes for workers and managers. Quality circles, 
production-line flexibility, and a mission for continuous improvement 
(Kaizen) are linked with Just-in-Time systems and capital investment, 
and formal hierarchies are combined with informal consultation proce- 
dures. High debt—equity ratios and close bank—industry relations are pre- 
ferred to shareholder control, and, despite highly competitive domestic 
and international markets, companies co-operate on mutually beneficial 
projects, sometimes with the support of trade associations and govern- 
ment agencies. The cohesiveness of Japanese firms can be attributed to 
the national characteristic of collectivism and the vertical society, 
the product of particular historical circumstances. Loyalty to a firm is 
balanced by guarantees of security and advancement, and disruption 
is avoided by the culturally understandable consultation procedures that 
supplement ‘correct’ relations within the hierarchy. While Western 
employees see their employment in terms of function — clerk, engineer, 
or factory operative — the Japanese view themselves as members of a 
specific firm. Quality circles successfully operate in Japan because 
there is little need for supervisory control, and Just-in-Time systems 
gain from a dislike of waste and inefficiency precisely because they are 
mutually damaging to company and individual. Confucian attitudes 
towards personal improvement, education, and savings are reflected 
in investment levels, training schemes, savings ratios, and the sacrifice of 
immediate consumption. The corporate power of managers relative to 
shareholders increases the employees’ sense of owning their company, 
and the national cohesiveness of the Japanese is expressed through 
strong links with other companies and the government. 
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IV 
ECONOMICS AND SOCIOLOGY 


The culturally specific view of management and organisational forms — 
themselves the very origins of competitive advantage and economic 
success — has been refined by authors following the work of Granovetter.* 
He rejects the dichotomy between cultural and organisational factors 
as an example of unnecessary reductionism. It leads, in one case, to 
an ‘over-socialised’ view, where economic growth is explained only 
through the influence of transforming cultures. Just as Max Weber fused 
Protestantism with European and North American capitalism, the 
characteristics of Far Eastern businesses are symbiotically joined to 
neo-Confucianism.” The ‘under-socialised’ view, the other case, depicts 
management and organisation as shaped by universally applicable 
economic factors, transaction costs and technological imperatives, 
and culture’s influence is viewed as peripheral and transitory. Those 
who perceive the post-war internationalisation of the world economy as a 
prelude to its globalisation or homogenisation are naturally drawn to a 
culturally free perspective. By offering a range of cross-national contin- 
gent factors which explain the rationale of various organisational forms, 
Chandler and Mintzberg clearly fall into the second tradition.” Grano- 
vetter states that organisations are formed in response to both social 
and economic factors; they are ‘achieved’ over time, and they have a 
unique combination of characteristics because of their own objectives and 
the particular context within which they operate. For each given situation, 
there are degrees of ‘relative autonomy’ and ‘relative dependence’ 
between economic and social realities, and organisational forms are 
the result of many compromises which may optimise opportunities. 
Granovetter sums up his view with the term ‘embeddedness’, and by 
this he means that different societies require different organisational 
solutions, and that organisations become ‘embedded’ within their specific 
contexts. Neo-Confucianism represents a fusion of both cultural and 
economic considerations. Far Eastern companies have encouraged 
economically efficient but also socially cohesive beliefs and values, just 
as organisational practices that on the surface appear ‘economically 
rational’ have been adapted whenever they are revealed as counter- 
productive, socially divisive, and, by definition, inefficient. Although he 
adopts an analytically different approach, Etzioni reaches similar conclu- 
sions on this issue. Concentrating on the subject of human motivatation 
within organisations, he argues that people work for ‘love’, ‘fear’ or 
money, and that the nature of relationships will be determined by 
which factor is the more dominant. ‘Love’ suggests mutual identity and 
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co-operation, so relations will be ‘normative’; in the other two cases, they 
are ‘coercive’ and ‘remunerative’. Though feelings of coercion and alien- 
ation can always prove disruptive, advanced nations and organisations 
tend to be a combination of remunerative-calculative and normative- 
moral associations; they are, in other words, a mixture of individualistic or 
collectivist motivations.*! Far Eastern businesses, it would follow, work 
through shared values, agreement and compliance, and require less 
coercion and fewer monetary incentives than Western counterparts. But 
there are no absolutes: every organisation is ‘achieved’ and combines 
all three aspects of human motivation, and each solution will be deter- 
mined by specific differences in the ‘relative autonomy’ and ‘relative 
dependence’ of both cultural and economic factors. 

In short, researchers have been offered coherent reasons for avoiding 
narrow interpretations; they are thereby urged to understand and explain 
the interwoven economic, political, social and cultural dimensions of 
human agency. These lessons are, of course, well known and appreciated, 
if on occasions overlooked. How might this eclectism elucidate the means 
by which actual organisations are created and developed, and how do we 
link the varied elements of organisation with determinant organisational 
capability and economic success? This is not a question which can be 
answered abstractly, because competitiveness is itself a relative concept 
and organisational capabilities are formed in response to particular 
historical and environmental circumstances. In any specific example it is 
not inherently true that both economic and cultural factors have proved 
equally important. So Granovetter’s concept of ‘relative autonomy’ and 
‘relative dependence’, the extent to which economics or national culture 
have to be accommodated, merely asks rather than answers the question 
of how a firm’s organisational capability may become ‘embedded’. The 
analyst still has to weigh the impact of each factor or agent of change, even 
if they are subsequently ‘fused’ into a single social and economic reality. 
In pursuit of answers, the difficulties that arise from the exploration 
of cause and effect remain. The historian — naturally exercised by the 
perspective of time — must additionally separate short-term factors from 
those which have an enduring impact. In explaining the roots of Japanese 
success, we have seen how the ‘economic miracle’ was shaped by both 
the pre-war and post-war growth of industry. In which case, the social and 
cultural accommodations made during a process of industrial transfor- 
mation may in the long term be undermined if they do not serve an 
economic purpose, especially if domestic and international markets are 
competitive; they may in consequence be phenomena best explained and 
understood through the language of economics. 

National cultures do undergo change, and some writers too easily 
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equate the beliefs and values of the Tokugawan shogunate with modern- 
day Japan. Notions of neo-Confucianism are more acceptable because 
they assume cultural adaptation as a response to economic, political 
and social considerations. The issue centres upon the extent of the 
adaptation: culture when compared to the demands of economics may 
appear infinitely mutuable; on the other hand, cultural norms can 
demonstrate an ability to endure, despite the needs of ‘economic ration- 
ality’. Granovetter’s approach has undoubted benefits: it challenges what 
may in many cases be a false dichotomy between economic and cultural 
explanations of organisational capability. The historian has to recognise 
the practical interdependence of these factors, but, in tracing their effect 
and weighing their significance, clarity frequently demands their separa- 
tion. The same cultural attributes that are now used to explain Japanese 
industrial prowess were once used to explain their backwardness.” 
While it may be true that Japanese society encourages stability, Hof- 
stede’s concept of ‘uncertainty avoidance’ overlooks the way in which 
large Far Eastern corporations mix employee security with constant 
change in manufacturing techniques and products. The sharing of risk 
through co-operative alliances similarly enhances ‘bold’ strategies of 
entrepreneurial initiative and the Japanese kaisha’s preference for rapid 
growth. Japan’ s industrial transformation reveals a willingness to adapt, 
not an reaction to traditionalism, and this ability to change depended 
on the creation of new economic institutions and companies. Arguably, 
groupism inhibits innovation and decision-making, and Confucianism 
is often associated with a suspicion of physical labour. Neither of these 
notions would assist industrial endeavour. Wiener’s belief in the under- 
mining of British competitiveness by the cultural attitudes that emerged 
in the late Victorian period can be criticised on many points, not least 
because many elements of current British culture when compared to 
aspects of Confucianism are conducive to business.” By seeking the 
roots of industrial organisations and economic success in differing 
national cultures, we are frequently offered a blanket explanation that 
is too easy, too assumptive, often ‘lazy’. The process of Japanese indus- 
trialisation and the development of its competitive organisational 
capabilities can be explained more definitively. 


V 
INSTITUTIONS AND ORGANISATIONAL CAPABILITY 


Major differences between national examples of capitalism and their 
comparative success have frequently been traced to the timing and 
pathways of industrialisation. Britain achieved industrial pre-eminence 
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in a number of industries that were characterised by focused production 
units and domestic and international networks which often linked 
individuated process-stages. As Chandler has stated in Scale and Scope, 
US business at the turn of the century was increasingly able to exploit 
the linked advantages of mass production and technological progress, 
those aspects of the so-called ‘second industrial revolution’. Rising 
demand at home, its relative homogeneity, and specific factors such 
as transportation and distribution needs in the USA additionally encour- 
aged the founding of large-scale, managerial enterprises with organisa- 
tional capabilities that in turn proved domestically and internationally 
competitive. Arising disparities in productivity and living standards 
between the two countries are duly located in the size, povernance 
and organisation of their leading manufacturing companies.“ There is 
dispute over the causes and implications of Anglo-American contrasts, 
Chandler indicating a failure of British management, Hannah, most 
notably, pointing to differences in market demand and structure and to 
consequent problems of interpretation.” While Chandler is convinced 
of the similarities to be discovered in the historical experiences of the 
USA and Germany, other polemicists have vigorously highlighted the 
gulf between Anglo-American and European versions of capitalism.© 
It is said that both the US and British economies have shown a pre- 
dominant reliance on competitive mechanisms, although, it should be 
added, restrictive practices continued to be influential in Britain until 
after the Second World War. Potentially, it is the nature of institutional 
links and their ability to foster competitiveness, change, and investment, 
their purpose, context, and influence at a given stage of economic devel- 
opment which is critical, collusion in Britain being negative and costly 
rather than a means of optimising and enhancing value-added along 
a production chain of varied participants. The institutional links of 
restrictive practices, even if one accepts their overall efficacy, were 
minimalist, hindering rationalisation, or, alternatively, forestalling the 
integrated co-ordination of strategic and operational interests. As a 
consequence, a lack of co-operative arrangements and interlocking 
shareholding between Anglo-American companies was and is reflected 
in the relations between government and business; a reliance on equity 
financing has deflected attention from a subtle range of bank—industry 
contacts; and shareholder influence and accounting systems have 
promoted short-term profits at the expense of long-term growth and 
investment in production facilities, research, and human resources. 
Fruin’s The Japanese Enterprise System is frequently seen as a counter- 
part to Scale and Scope, and, in it, the mixture of co-operative structures 
and intense competition in Japan is contrasted with the USA. Although 
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there are obvious differences, and important ones in some cases, 
there are too evident parallels between Japan and Europe in mutual 
shareholding, bank-industry arrangements, the nature of corporate 
governance, and long-term strategic horizons, just as there are affinities 
between capitalism in the United States and Britain. Fruin’s book 
amounts to a major monograph that is comprehensive and full of new 
data, especially on the comparative size of Japanese manufacturers, but 
his conclusions have been widely established for some time.“ Although 
he continuously pays homage to Chandler, and rightly so, his work 
intentionally or not is critical of the idea that national economic success 
in the twentieth century has been linked to the type of managerial enter- 
prise so commonly associated with the multidivisional form and the 
United States. Given variations in economic structure and the changing 
fortunes of Britain, the USA, Germany, and Japan, it is problematic 
to deploy one form of organisation as a panacea, and economic and 
industrial structures should be evaluated by the extent to which they 
enable in any given case the optimal combination of market mechanisms, 
technology and company organisation. Historical and economic circum- 
stances determined variations in pathways to industrialisation or 
enhanced competitiveness, and the successful adoption of systems and 
the degree to which they met and then continued to meet specific devel- 
opmental requirements will help to elucidate national variations in the 
rates of post-war growth. The market and institutional structures and 
the production strategies which evolved in Japan were effective 
responses to the demands of its industrialisation, and, as a result of 
enhancement and adaptation, it produced an industrial system with the 
capacity to generate a range of competitive advantages. It is possible to 
say that those co-operative alliances which are distinctive to Japanese 
economic institutions are rooted in a Confucian culture and a greater 
sense of collective identity, but this ignores the complexity and rationale 
behind Japan’s emergence as an economic superpower. A set of given 
values may have assisted or facilitated the choice of pathway, but it 
weighs light against the plausibility of alternative perspectives. 

What might explain the perceived characteristics of the Japanese 
industrial system? Industrialisation was encouraged by a government 
that was anxious to overcome its military, diplomatic and economic 
vulnerability, and domestic conditions and relationships with East Asia 
also favoured the process of development. At the time of the Meiji 
Restoration, Japan already had a number of labour-intensive workshop 
industries, and a distribution system for both food and merchandise that 
supplied a large, urbanised market. The country possessed trading links 
with neighbouring nations, and the cotton industry, growing out of the 
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traditional silk business, soon had a number of ready export markets, 
eventually displacing rivals from the Indian sub-continent and elsewhere. 
A combination of political and economic factors, then, favoured rapid 
industrialisation, yet success was dependent on the finding of substitutes 
for absent markets in supply, distribution, capital, and labour, and on 
access to imported technology and skills. The Japanese state and business 
were committed to the creation of indigenous enterprise, co-operating 
through joint ventures for as long as was necessary, and the size and 
nature of the Japanese market was to prove advantageous enough to act 
as a testing-ground for international competitiveness. It is common- 
place that the ‘late development effect’ conditioned the evolution of the 
Japanese industrial system, and that an iterative historical experience 
forced participants to learn different lessons to those consequent upon 
the more drawn out, market-orientated industrialisation of Britain and 
the USA. During the 1870s, the state had a direct role in the creation 
of infrastructure, including the telegraph and the railways, but, in addition 
to the construction of armaments factories and shipyards which were 
needed for government purposes, it attempted at first to be a widescale 
substitute agency for the market. The Ministry of Industry, for example, 
was charged with the creation of a single, unified telegraph system, but, 
in order to obtain and service its equipment, it also sponsored and then 
took over its suppliers, the Tanaka Works. After 1885, the government 
abandoned a policy of centrally directed industrialisation, and began to 
divest itself of many facilities, important assets subsequently passing 
to private concerns.* The zaibatsu conglomerates which emerged during 
this period ~ the largest four being Mitsui, Mitsubishi, Yasuda, and 
Sumitomo — were vital to Japanese industrialisation in heavy industry 
and chemicals, and they were key purchasers of government plants. 
Privatisation had the fortuitous effect of creating companies or plant of 
a comparatively large scale, and these had the size and resources to under- 
take a range of related activities, their activism and contacts facilitating 
new ventures. In some cases, notably Mitsui, they used banking and 
trading connections to further their newly acquired industrial interests, 
and the prices paid to the government were low enough not to choke off 
future investment. Mitsubishi bought the Nagasaki shipyard in 1884, and, 
in 1893, Mitsui bought the Tanaka Works, the very operation which 
became the forerunner of Toshiba. Nonetheless, the state’s continued 
commitment to the development of infrastructure can be seen by its incor- 
poration of several companies into the Japanese National Railway in 
.1907. It also assisted in the importation of technology, and controlled 
inward trade and investment.” It is apparent, not least from this volume, 
that state intervention increased from the early 1930s onwards. The 
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sheltering of Japanese industry, including an emerging motor vehicle 
industry, became more pronounced, and tariff barriers, quotas and own- 
ership regulations prevented the building of organisational capability 
being undermined by overwhelming foreign competition. During the 
years of armed conflict, many of the government’s reforms in production 
organisation and human resources permanently shaped Japanese indus- 
trial management. In a subsequent period, the Ministry of Industry and 
Trade controlled a range of economic levers with which to influence 
and coordinate investment decisions. Johnson, in his well known study of 
Japanese-style corporatism, points to a substantial degree of continuity 
during the peace-time policy making of the 1950s, although there was an 
increasing incidence of ‘administrative guidance’ in place of the statutory 
order.” MITI conspicuously curtailed the rivalry of Sumitomo Steel and 
Kawasaki Steel, and used business contacts and co-operative mechanisms 
to concentrate resources on strategic investments, the aim being to reduce 
risks and maximise returns to scale. In the 1950s, the Japanese steel 
industry required modernising; the government’s policy of enhanced 
industrialisation and economic growth was intricately linked with a 
modern steel industry; and the particular economics of steel-making 
necessitated large-scale, capital-intensive plant.’! Yet the Ministry’s 
impact outside heavy industry and on the new consumer enterprises of 
cars and electronics was by no means as significant, the forces of vigorous 
competition shaping their strategies and alliance networks.” 

While, as a result, it would be right to emphasise the useful role 
government has played in the development of a ‘backward’ economy, it 
would be wrong not to stress the primary importance of private industry. 
In his comprehensive analysis of the zaibatsu, Hidemasa Morikawa 
stresses the way in which these family-owned holding companies 
could initiate a series of unrelated developments. They could provide 
the financial, supply, and marketing contacts which were essential to the 
development of enterprises engaged in steel, shipbuilding and chemicals, 
when market contacts and infrastructure were still emergent. Large 
firms, assisted by a network of alliances, had to take the initiative. At the 
heart of several zaibatsu was a main bank, and linked general trading 
companies, the sogoshosha, offered access to raw materials, overseas 
market entry, and distributive returns to scale.” Mitsui’s origins were 
those of bankers and merchants, but by 1936 it had 101 affiliated compa- 
nies operating in mining, metals manufacture, machinery, textiles, 
and food. There were, naturally, variations in the origins of famous 
companies, but associative enterprise was a common pattern. Hitachi, 
for one, began as the electrical machinery repair shop of Kuhara Mining, 
which later became Nippon Sangyo and the owner of Nissan Chemical 
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Industries and Nissan Motors.*4 As Gershenkron states, the transforma- 
tion of backward economies has rested on the development of leading 
companies concentrated in a narrow range of sectors, advanced produc- 
tion units existing alongside untransformed industrial or agricultural 
interests. As in the case of state ‘guidance’, effective inter-company 
contacts enabled scarce resources in capital, management, and tech- 
nology to be concentrated on essential projects, and acted as an essential 
mechanism of risk reduction for new, large enterprises hindered by their 
dearth of experience and organisational capability. Both government 
and large businesses had to appreciate that a developing economy 
could support a more limited number of rival enterprises, and both 
returns to scale and returns on the initial investment were dependent on 
co-operation and information flows through state agencies and business 
networks. On the other hand, as new entrants often supplying an 
‘undeveloped’ market, Japanese companies were still unable to achieve 
the scale efficiencies of overseas rivals, and institutional connections 
between banks, producers, suppliers, and distributors were able to 
reduce transactions costs in a way that procured compensating 
economies of scope. Permeability and institutional co-ordination helps 
explain differences in the size of companies and the depths of corporate 
managerial hierarchy between Japan and the United States and other 
Western countries. By the inter-war period, it can be said that zaibatsu 
companies were strategically interrelated but operationally separate.” 
The zaibatsu were formally disbanded after the Second World War,>° 
but the economic logic of co-operative alliances encouraged the same 
groups to re-coalesce as kigyo shudan. Mutual shareholdings created a 
network of allies, so replacing the zaibatsu structure of parent company 
and subsidiaries, and company groups continued to facilitate investment 
and the flow of personnel and know-how in a critical period of recon- 
struction and further economic development.’ In this volume, Morikawa 
expands on his analysis of the zaibatsu, arguing that the managerial 
changes which occurred during the 1950s in Japan’s largest companies 
strengthened an industrial system of beneficial co-operative alliances. 
The new chief executives were either internal, salaried appointees 
or entrepreneurial owners, and both of these groups had a deep under- 
standing of their concerns and their employees’ confidence and support. 
Their ability to attract the co-operation of banks, business allies and 
government facilitated the rapid industrialisation of post-war Japan. The 
Japanese tradition of the most able candidate and not the family heir 
being appointed to the head of a group or organisation — the survival of 
the group being paramount — has assisted the process of managerial pro- 
fessionalisation.* The ways in which a horizontal network of alliances 
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bolstered managerial independence — indeed assisted the very emergence 
of managerial enterprise — is also discussed by Kikkawa. Mutual share- 
holding was an alternative to interference from outside owners, and it 
removed the insecurity which followed the ziabatsu dissolution and other 
measures, so enabling firms to plan for long-term growth rather than 
short-term profits. Joint projects within the kigyo shudan groups or 
between large companies continued to be favoured during a time when 
large-scale investments remained risky. In other words, alliances had 
economic and strategic utility, and, as the Japanese economy developed 
and as companies grew in organisational capability, individual firms 
secured greater independence of action. Six major coalitions emerged: 
three were based on the old, typical zaibatsu of Mitsubishi, Mitsui, and 
Sumitomo, and the remaining three of Daiichi Kangin, Fuji and Sanwa 
were formed around city banks.” The kigyo shudan, established to guar- 
antee shareholder stability and managerial control, became a valuable 
vehicle of rapid, co-ordinated industrialisation, but their usefulness to a 
maturing economy was not so apparent. The very same point can be made 
about the role of the government and the Ministry of International Trade 
and Industry. Whatever the contribution made by a cultural inclination to 
collective action, it does little to explain the rationale behind business 
alliances or state intervention, and fits uneasily with post-war changes in 
their objectives, most notably the growing independence of individual 
companies. The petrochemicals industry was created in the 1950s and 
1960s through group investment, but, as the individual companies devel- 
oped their own capabilities and market knowledge, they rather than their 
alliances became the primary actors. 

Shimotani concentrates on the founding of distribution networks by 
Japanese corporations, and these and the implementation of other 
vertical connections within kigyo keiretsu were also responses to the 
needs of a rapidly industrialising economy. They partnered financial and 
production links in the management of the value chain, and Matsushita, 
like Mitsubishi Electric,” founded its distribution network in the 1920s. 
Many enterprise groups which prospered in the post-war period — 
companies like Matsushita, Sony, Fujitsu, Honda, Toyota, Kao and 
Canon — depended more on binding vertical linkages and were not 
coalition members. Moreover, during the 1950s, it was investment in 
essential marketing channels that enabled the full development of both 
the electronics and the automobile industries. Tatsuki explores the long 
history and structure of Japanese retailing, illustrating why it was un- 
suited to the new consumer industries of the 1950s. Traditional methods 
continued alongside innovations, and economic growth from a position 
of relative backwardness sustained the duality that is symptomatic of 
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Japanese retailing. The vertical links between manufacturing and finance 
are the subject of Okazaki’s article. The support offered by city banks 
as the main banks of many industrial concerns was boosted by a network 
of intricate, complementary institutional arrangements and the state’s 
regulatory framework. In the 1950s, both the Ministry of Finance and the 
Ministry of International Trade and Industry maintained the liquidity 
of banks and manufacturing, and directed scarce capital resources to 
projects deemed essential to rapid economic expansion. By substituting 
resort to the stock market, institutional alliances and governmental 
regulation shaped a system of debt financing, and through mutual share- 
holding helped secure the managerial control which underpinned 
business strategies of long-term growth. As we shall see, the instruments 
of ‘Japanese management’ were predicated on the subsequent freedom 
and ability of companies to invest in research and development, technol- 
ogy, production facilities, and human resources. There was limited 
opportunity for mass production in Japan until the 1950s, and manufac- 
turing was conducted on a comparatively small scale. Managerial pres- 
sures on the zaibatsu did increase in the inter-war period, but 
organisational structures were not like those of Chandler’s modern cor- 
poration. As Morikawa argues, it was the rapid growth of the 1950s and 
the concomitant expansion of individual companies and their operations 
that finally necessitated the completion of Japan’s ‘managerial revolu- 
tion’. The relatively small size of operational units — whether or not they 
were members of groups — can be attributed to the problems of develop- 
ing Organisational capability at a fast speed and from a position of ‘back- 
wardness’. The adoption of new technologies, the recruitment and 
training of personnel, and the efficient organisation of production lines 
were more easily and more effectively achieved in factories that focused 
on a single or dominant product. Moreover, inchoate markets and low 
per capita incomes did not support the strategies of mass production 
then being implemented by giant US corporations. Economies of scope 
and ‘permeability’ between companies bestowed countervailing advan- 
tages to those losses in scale that were consequent upon the timing of 
Japan’s industrialisation. Important developments did occur in the post- 
war period. In the strategic steel industry, cost reduction was perceived 
as a critical success factor, and coastal plants employing the latest tech- 
nology supplied both indigenous and export demand. The reputation of 
the kaisha as ‘learning organisations’ can be attributed to their initial 
need to imitate and improve on the practices of overseas firms,®! and this 
specific dimension of corporate culture, captured in the byword of 
kaizen, stretches from constant product innovation to an emphasis on the 
training and adaptability of employees, but it is most notable in attitudes 
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towards production management. The Japanese industrial system is the 
result of a unique combination of government, business alliances, indi- 
vidual companies and markets, which naturally shows both the legacy of 
its beginnings and subsequent adjustments. The role of MITI, kigyo 
Shudan, and keiretsu have attracted particular notice, and, historically, 
they have supplied critical capabilities that would not otherwise have 
evolved. But they are supportive of the activities and competitive advan- 
tages that reside within individual companies, and the kaisha have 
particular traditions and strengths in production and human resource 
management. In comparing Japanese with British firms, Koya and 
McMillan detected a clear Japanese bias for the production and person- 
nel function over the concern of the British for accounting and finance.” 
When Akio Morita, the chairman of Sony, made his often-repeated 
remark about British industry having too many accountants and too few 
engineers, he was well supported in his views. 

It is factory-level organisation which has been the driving force behind 
Japanese competitiveness. In this volume, Udagawa outlines the well- 
known cases of vehicle manufacturers Toyota and Nissan, indicating how 
technology acquisition, scarce resources and the nature of indigenous 
market demand stimulated ‘lean production’ methods and quality control 
programmes.” During the 1950s and 1960s, Japanese companies devel- 
oped methods and systems which proved more efficient and productive 
than the mass manufacturing approaches of world leaders in the USA 
and Europe. A shortage of capital discouraged the long production runs 
of US manufacturers, in any case inappropriate to the Japanese market, 
and the need for training ruled out ‘British-style’ reliance on individual 
work skills and piece rates. A system originally conceived as a means of 
minimising inventory and land usage soon offered the economy and 
quality advantages of flexible manufacturing. An emphasis on engineer- 
ing and operations stemmed directly from an industrial structure 
of focused factories and a strategic awareness of the need to overcome 
‘economic backwardness’. Furthermore, the logic of ‘learning organisa- 
tions’ being focused in their activities and opting for vertical integration 
encouraged that special feature of Japanese manufacturing success, 
effective management of the supply chain. Sugayama discusses, in turn, 
changes instituted by firms in the management of employment relation- 
ships. He concentrates on the ‘white collarisation’ of blue-collar workers, 
and on the development of factory communities which could inspire the 
sort of loyalty and motivation required of a war economy and then peace- 
time reconstruction. Those well-known attributes of human organisation 
within Japanese corporations — mutual respect, consultation, seniority, 
single status, lifetime employment, and eventually company unionism — 
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formed the components or results of this shift in business policy. As in the 
case of Gordon’s comprehensive study of Japanese heavy industry,” 
Sugayama’s analysis of electrical companies deals with the period 
between 1920 and 1960, and it is not a story of culturally determined, 
ingrained consensus. Stable employment conditions in exchange for 
corporate loyalty were not a commonplace inheritance of the Tokugawan 
household society, and were gradually implemented only in a number of 
large-scale companies.© A series of conflicts, in some cases bitter and 
class inspired, had to be resolved and systems had to be continuously 
modified in line with organisational and economic imperatives before 
what is known as the Japanese employment system emerged. During the 
period of Japan’s rapid industrialisation, manufacturers had to use 
employees frequently unacquainted with factory labour, and, from the 
1920s onwards, companies paid increasing attention to the employment 
function. A ready supply of employees and skills not being available, the 
traditional labour market had to be supplemented by the internalisation 
of activities and the active creation of organisational capabilities. The 
difficulties of hiring, moulding and then retaining a workforce during the 
critical years of industrial transformation bestowed on Japanese compa- 
nies their particular traditions of human resource management. As 
Morikawa has stated, this awareness of personnel questions can be seen in 
the growing procurement of graduates and in the establishment of deep 
managerial cadres, particularly in the post-war years. Between 1920 and 
1960, new practices began to replace less permanent, more alienating 
forms of employment, which had operated despite the Japanese incli- 
nation for group identity and notions of the vertical society. If the cultural 
values of the group proved useful to the organisation of rising corpora- 
tions, they had to be imposed on an industrial system where they 
had become absent.© Life-time employment, seniority, company-based 
training, bonuses, single status, welfare schemes, company unions, and 
consultative decision-making fulfilled the economic and organisational 
requirements of corporations, and by the 1960s benefited those 30 per 
cent of the Japanese workforce permanently employed by large com- 
panies. The reasons behind the famed ‘dual economy’ complemented 
an emphasis on production organisation, and the expenses of an internal 
labour market were partly afforded by the structure of focused factories 
and extensive contracting out to suppliers, where employment conditions 
were not comparable. As we have seen, these evolving institutional 
arrangements suited a manufacturing sector with limited possibilities 
for return to scale, which, nevertheless, had competitively advantageous 
repercussions on the management of the value chain. It is worth recog- 
nising how subcontracting became more pervasive during the Second 
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World War, as large firms attempted to keep pace with military orders, 
and that it was more fully developed after 1945. Large enterprises like 
Toyota and Matsushita Electrical Industries have created production 
and distribution networks that utilise hundreds of firms, although, it 
should be noted, others like Kao and Canon have preferred to internalise 
operations. A permanent, highly motivated, but flexible workforce 
enabled Japanese corporations to maximise their investments in produc- 
tion technology, whilst facilitating in the post-war period a growing 
attention to quality control. Identification with the company, that sense of 
the business belonging to its employees, has undoubtedly been boosted 
by circumstances of managerial control, low owner influence, and long- 
term planning horizons. 

The strengths of the Japanese corporation were widely investigated 
and revealed in 1985 through Abegglen and Stalk’s famous book, Kaisha. 
These companies were portrayed as committed competitors, and their 
strategies were rooted in a bias for growth. With the domestic economy 
expanding rapidly, any other approach gave rivals future revenues, 
market knowledge, and other advantages which soon became insuper- 
able. Nor did this preference for sales over dividends concern Japanese 
shareholders: in time, capital gains brought returns which were superior 
to those obtainable in the West. A so-called conservative, traditional 
society possessed companies which had the resources and the contacts 
to initiate new product lines in a single-minded manner, a policy that 
helped to maintain fast growth strategies. First mover advantages have as 
a consequence been less pronounced in Japan, where exit rates amongst 
the list of the highest 200 manufacturers have been comparatively higher 
than in other advanced nations.® Needless to say, government agency, 
co-operative alliances, and bank-industry relationships — all stemming 
from the specific historical development of Japanese business — assisted 
in the kaisha’s successful strategies and operations. In difficult times, 
Japanese companies had institutional relationships which allowed 
them to invest more in production techniques, research and development, 
and human resources. Foremost enterprises were able to exploit their 
strengths in production methods and human resources, first through low- 
cost manufacturing, but latterly in the 1980s through a growing incidence 
of product differentiation.” An ability to imitate and improve products 
and production processes has similarly been transformed into a techno- 
logical lead. As a percentage of sales, expenditures by the kaisha have in 
many cases overtaken those of major foreign competitors, just as the 
total amount spent on non-defence research and development in Japan, 
as a ratio of GDP, had surpassed Western countries.” The essential 
components of Japan’s industrial power, their characteristics influenced 
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by the period and nature of its economic growth, have been developed 
since the nineteenth century; the origins of the Japanese industrial 
system can be more clearly seen in changes which occurred after 1920; 
and the two decades or so which followed the ending of the Second 
World War witnessed the completion and improvement of that system, 
unprecedented economic growth, and the achievement of international 
competitiveness. The capabilities of Japanese manufacturing ~ resulting 
from the complex interaction of factory-level organisation, markets, 
business networks, and governments — were naturally unique, but the 
forces of competitiveness were well understood by the kaisha, just as 
they were appreciated by government. Increasing economic internation- 
alisation has reinforced these lessons. However much the distinctiveness 
of this system was assisted by tradition, especially in the management 
of human resources, the economic and organisational rationale can 
be explained in historical terms which override responses of cultural 
incomprehensibility. Japan had evolved an economy with government- 
network—business boundaries which optimised the chances offered by 
the timing and circumstances of its industrialisation. The ability of its 
manufacturing companies to weather the oil crises and world depressions 
of the 1970s — indeed, their ability to improve competitive advantage 
~ revealed the effectiveness of that system. The ‘mature’ economy 
which had been firmly established by 1980 had brought product differen- 
tiation, technological leadership, and companies which in several cases 
rival their US counterparts in size. The individual kaisha has reduced its 
need of government assistance or guidance, and is potentially less 
concerned by the effective ties of business networks. Debt financing, 
formerly facilitated by strategies of maximum sales, is in a period of 
slower economic growth being counterbalanced by shareholding. In 
meeting emerging and effective rivals in neighbouring East Asia, Japan 
is undergoing eventful shifts in industrial structure, and its corporations 
are increasingly investing overseas, gaining supply-side advantages 
in developing countries, and securing markets in the West. Domestic 
difficulties and a global fall in demand during the early 1990s have under- 
mined profitability, and threatened for the first time that very symbol 
of post-war advance, the guarantee of lifetime employment. It is too early 
to decide whether a system that was created within a ‘backward’ economy 
will be equally successful in the years of its ‘maturity’, and it seems 
unlikely, but the strategic and operational decisions that were taken in the 
post-war decades have convincingly secured the permanence of Japanese 
industrial power. 
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The Role of Managerial Enterprise in 
Post-War Japan’s Economic Growth: 
Focus on the 1950s 


HIDEMASA MORIKAWA 
Keio University 


A specific form of business, the managerial enterprise, has made a 
significant contribution to the development of Japanese organisational 
capabilities and post-war economic growth. With comparatively few 
natural factor endowments, Japan’s success has rested on the creation and 
maintenance of competitive advantages in technology and management; 
it has depended, consequently, on managerial structure. As Chandler has 
noted, managerial enterprises are firms in which representatives of the 
founding families or of financial interests no longer make top-level 
management decisions — where such decisions are made by salaried 
managers who own little of the companies’ stock.' It is large businesses 
controlled by salaried managers which led and spurred Japan’s post- 
war period of rapid economic growth. But this is a conclusion that leaves 
several questions unresolved. Was it the managerial enterprise only that 
promoted economic growth? What were the respective roles of entre- 
preneurial and family enterprise? Who were the salaried managers that 
controlled the top management of managerial enterprises? How do we 
explain the link between managerial enterprises and post-war economic 
growth? The development of managerial enterprise in the 1950s raises a 
number of critical issues, and these have to be evaluated if we are to 
understand the roots of Japanese economic success. 


II 


CHANGES IN THE ROLE OF PRESIDENT IN THE LARGEST 
JAPANESE COMPANIES 


Table 1 provides an overview of how managerial enterprise developed 
in Japan. First, four points in time are selected: 1930, 1955, 1975, and 
1992. Next, the largest business enterprise in each major industry is 
shown.” For 1930, paid-up capital is used as the measure of the size of 
the enterprise, but, for the subsequent three periods, the measure is 
total assets. Then the president of the largest enterprise in each major 
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TABLE 1 
THE DEVELOPMENT OF THE MANAGERIAL ENTERPRISE IN JAPAN 
Presidents 1930 1955 1975 1992 
A: Full-time 
Salaried managers 3 (1) 35 6) 41 (8) 49 (7) 
promoted from within 
Founders 8 3 3 (1) 3 
Subtotal 11 38 44 52 
B: Full-time 
Professional (non- 4 3 (1) 3 2 (1) 
company specific) salaried 
managers 
Founder's family members 4 4 8 (1) 6 (1) 
Former high-ranking 1 0 2(1) 1(1) 
bureaucrats{ antakudart) 
Major stockholders 1 0 0 0 
Sent from bank or other 0 2 1 1(1) 
financial institutions 
Parent company's 0 1 2 0 
representatives 
Salaried manager's heirs 0 1 2 3 (1) 
10 11 18 
C: Part-time 
Founder's famuly members 4 0 0 0 
Former bureaucrats 5 3 3 0 
(amakudart) 
Major stockholders 11 2 1 0 
Sent from bank or other 0 1 0 0 
financial institutions 
Parent company’s 2 0 0 0 
representatives 
Salaried manager's heirs 0 1 0 0 
Subtotal 22 7 å 0 
Total 43 56 66 65 


Sources: Shogyo Koshinsho, Zenkoku Shokaisha Yakuinroku (Company Directory), 1930 
edition; Diamond-sha Kaisha Shokuinroku (Company Directory), 1955, 1975, 1992 
editions. 


industry is classified into one of three groups: full-time (A and B) and 
part-time (C). Full-time presidents are sub-classified into salaried man- 
agers promoted from within and founders (grouped under A) and seven 
other types (all grouped under B). The B group includes professionals 
(non-company specific: they moved from company to company seeking 
salaries), founder’s family members, former high-ranking bureaucrats 
(amakudari), major stockholders, representatives of banks and other 
financial institutions, representatives of parent companies, and salaried 
managers’ heirs. 

In the 1930s, a greater number of major Japanese business enterprises 
began to employ a chairman as well as a president. In 1930, 2.5 per 
cent of these companies had both a chairman and president. By 1943, 
that figure had risen to 19.1 per cent, and the ratio of enterprises using 
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that system continued to rise, to 22.0 per cent in 1954, 48.5 per cent in 
1974, and 64.2 per cent in 1991.° In cases where a business enterprise 
with a president of type A is in office with a chairman of type B or C, 
or when a type B president is in office with a chairman of type C, the 
control of type A or type B presidents is diluted. The number of such 
cases is indicated in parentheses. The trends are obvious. There was a 
growth in the number of full-time presidents. While part-time presidents 
led more than half of these business enterprises in 1930, their numbers 
dropped steadily, to the point that no part-time presidents could be 
found among the enterprises surveyed in 1992. Among the full-time 
presidents, it is type A presidents and particularly salaried managers 
promoted from within that accounted for this steadily growing share. 
Between 1930 and 1955, salaried managers promoted from within also 
gained significantly against other types of salaried managers, including 
professional managers, former high-ranking bureaucrats, and salaried 
managers’ heirs. If the changes that the table shows in 1955 to 1992 can 
be described as quantitative, the changes that occurred between 1930 
and 1955 were qualitative. 


Ill 


THE DEVELOPMENT OF THE MANAGERIAL ENTERPRISE AND 
ENTREPRENEURIAL ENTERPRISE BETWEEN 1930 AND 1955 


Why this major qualitative change in the nature of top management 
within major Japanese business enterprises and in the chief executive 
officers at the core of top management occurred is a question that 
requires further study. It is possible, however, to draw attention 
to the most important factors. The years before 1930 had seen a 
consistent trend towards the development of managerial enterprise. 
Table 2 makes it clear that large business enterprises with a relatively 
high proportion of salaried managers on their boards of directors 
(the highest management body in Japanese enterprises) became 
predominant over time. But, in 1930, only 42 of these major business 
enterprises had a majority of salaried managers on their boards of 
directors; that is only 28 per cent of the 158 enterprises examined.‘ 
(If amakudari managers are included, the figure would rise to 52 per 
cent.) In 1930, managerial enterprise in Japan was still in a period of 
transition. 

Another factor is the impact of the Second World War. The military 
wanted a rapid build up of the armament industry in order to support 
the war effort, and it required that presidents of the companies affected 
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TABLE 2 
THE RISE OF SALARIED MANAGERS IN JAPAN 


Number of Salaried Managers on Their Boards 


Year Enterprises 22 but not 
0 l 22 more than More than Unclear 
half half 
1905 75 47 (33) 22 (32) 5 (9) 1 (1) 
1913 115 48 (39) 38 (39) 29 (37) 0 (0) 
1930 158 15 (11) 27 (17) 113 (127) 71 (75) 42 (52) 3 (3) 


Notes: Large business enterprises were defined according to the following criteria: 
1905: Paid-in capital of Y1 million or more (for banks, Y2 million or more) 
1913: Paid-in capital of Y1.5 million or more (for banks, electric power, and 
mining companies, Y3 million or more) 
1930: Paid-in capital of Y10 million or more (for banks and electric power 
companies, Y20 million or more) 
Figures in parentheses include amakudari managers. 


Source: Shogyo Koshinsho, Zenkoku Shokaisha Yakuinroku (Company Directory), 1905, 
1913, and 1930 editions. 


should have considerable managerial experience and operational knowl- 
edge. It favoured full-time salaried managers who were promoted to 
the president’s position from within an enterprise rather than part-time 
representatives of the owners. This preference chimed with the long- 
standing anti-capitalist sentiments of the military. The chief agent of 
change was the Munitions Companies Act (Gunju Kaisha-ho), which 
took effect in December 1943. This law required munitions companies 
to place a person in charge of production. He was charged with placing 
responsibility to the state before responsibility to his company. If a 
company failed to co-operate, the government assumed powers to make 
appointments. In most cases, munitions companies named their 
presidents. Since, according to the government order, the person in 
charge of production was required to supervise the production and 
factory manager, a part-time president representing the owners could no 
longer do the job; nor, in fact, could a full-time president unless he was 
a director with detailed knowledge of the company’s operations. As a 
result, the presidents of munitions companies had to be full-time 
salaried managers promoted from within.® 

The dissolution of the zaibatsu under the post-war occupation was a 
third factor. The rise of the zaibatsu, or diversified enterprise groups 
exclusively owned and controlled by single families, was a distinctive 
feature of Japan’s pre-war business history. Salaried managers 
promoted from within moved into the top management positions in the 
operating companies and in the holding companies that were the head 
corporations within the zaibatsu structure. By 1930, the zaibatsu had 
evolved into what could be described as managerial enterprises, apart 
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from a few enterprises such as Yasuda and Asano. Yet even if the 
zaibatsu’s de facto top management were salaried managers promoted 
from within, those salaried managers were still, de jure, servants of 
the zaibatsu families. Top management could not completely ignore the 
views of the owners, and the influence of salaried managers promoted 
from within over policy and operations was constrained. The dissolution 
of the zaibatsu and the ending of founding-family control boosted the 
power and influence of salaried managers.’ 

A fourth factor was occupation land and tax reform, whereby 
property and inheritance taxes were increased and a tax on wartime 
profits was introduced. These reforms dealt a harsh blow to the pre-war 
propertied class and affected major shareholders in business enterprises, 
many of whom had exercised considerable influence over top manage- 
ment. As a result, the major shareholders or owner-family members 
lost ground to salaried managers in the top management of joint-stock 
companies.® The purges of businessmen who had co-operated in the war 
effort, another part of occupation policy, was a fifth factor. That had no 
conspicuous effect on the relative weight of salaried managers promoted 
from within in the top management of major business enterprises, but it 
did reduce the average age of higher level management. People in top 
positions, from the director level up, were dismissed and replaced by 
younger subordinates, and the average age of senior managers in major 
business enterprises was reduced by about a decade.’ Even greater 
scope had to be given to salaried managers promoted from within, 
who had already increased their sway over top management. A sixth fac- 
tor was the founding of many business enterprises, which seized the 
opportunities presented by immediate post-war circumstances: short- 
ages, chaotic markets, and the loss of direction experienced by existing 
large businesses. These new enterprises included Honda, Sanyo Electric, 
Sony, Kawai Musical Instruments, Minebea, Mita, Amada, Toyo Sash, 
Wacoal, and Nippon Meat Packers, all of which were founded between 
the end of the war and 1955. Casio Computer and Daiei, the pioneer 
supermarket chain, had similar origins, though founded slightly later, in 
1957. The successful entrepreneurial enterprises that were established 
during the war, so benefiting from expanded military demand, should be 
considered in the same category. These include Matsushita Electric 
Industrial YKK, and YAMMAR. The founders of the thriving 
businesses that developed in 1930 to 1955 were owners, but, unlike the 
owner families and major shareholders of the pre-war period, they were 
not exclusively focused on the worth of their monetary assets. They 
were personally committed to the growth of their new businesses; their 
dynamic entrepreneurial activities energised the post-war Japanese 
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economy. The founders listed within the type A presidents in Table 1 
include many who established their companies between 1930 and 1955. 
These same founders were the fathers or elder brothers of the presidents 
who were family members within the type B group. In summary, it is 
clear that the years 1930-1955, and especially the decade from the end 
of the war to 1955, were critical for Japanese business history. In that 
period, managerial enterprises — particularly those in which salaried 
managers promoted from within played a dominant role - came to 
dominate Japanese industry. The post-war decade was clearly a time 
when many hands-on founders not only launched but also made 
successes of nascent entrepreneurial enterprises.!° 


IV 


HOW DID TOP MANAGEMENT STRENGTHEN 
ORGANIZATIONAL CAPABILITIES? 


What effect, then, did the change in the composition of top management 
within large business enterprises that occurred between 1930 and 
1955 have on economic growth in post-war Japan? In the past, many 
historians have argued that this period saw a rise in the managerial 
enterprise controlled by salaried managers, and that they were freed 
from the owners’ preoccupation with monetary assets. These firms 
carried out aggressive three-pronged investments in management, man- 
ufacturing, and marketing as a means of gaining competitive advan- 
tage.'! The result, it was concluded, was that Japan’s industry developed 
and its economy grew. While that analysis is not wrong, it is one-sided. 
The term ‘salaried managers’ for those who led these managerial enter- 
prises covers several types. They can be broadly categorised into three 
types that should not be lumped together: those promoted from within, 
professionals (non company-specific), and former high-ranking bureau- 
crats (amakudari). Furthermore, it was not just managerial enterprises 
led by salaried managers that contributed to industrial development 
and economic growth in the post-war period. We must not overlook 
the significant role played by entrepreneurial enterprises created by 
one type of owner-manager, the founder.’ As a glance at Table 1 
reveals, salaried managers promoted from within have accounted for an 
overwhelming share of the top management in leading large business 
enterprises from 1955 onwards. The next largest group of full-time top 
managers consists of founders and members of the founder’s family, 
though they lost ground after 1930. In Table 1, members of a founder’s 
family outnumber founders, but the contribution of the entrepreneurial 
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founder, who built an enterprise from the ground up, is greater than that 
of the family members who follow him. It is erroneous to regard salaried 
managers as the sole agents of Japan’s economic growth after the 
Second World War. We should clearly note the contributions of 
founders, second only to salaried managers promoted from within. 

This view of post-war Japanese management raises a further question. 
Why did salaried managers promoted from within and founders 
succeed in strengthening the organisational capabilities of their enter- 
prises and so make their signal contributions to Japan’s industrial 
development and economic growth? At this point, an overview of 
theoretical perspectives will be useful. For a business enterprise to 
achieve a competitive advantage and growth, it requires organisational 
capabilities. The concept of ‘organisational capabilities’, as developed 
by Alfred D. Chandler Jr, refers to physical facilities such as factories, 
equipment, and testing centres as well as human skills.’ It is noteworthy 
that Chandler did not include money as a category of organisational 
capability, since money itself can be meaninglessly hoarded or used 
for speculation. Money is not always invested in the furtherance of 
organisational capabilities: management must have a specific intention 
and reach a decision to invest. Although organisational capabilities 
consist of physical facilities and human skills, the second is more 
determinant. It is human skills that choose physical facilities, build 
them, and operate them. In their absence, physical facilities cannot exist. 
These critical human skills do not normally exist in isolation. The people 
who have them are organised and function in groups. Human skills 
are organised in different ways: sometimes a hierarchical, bureaucratic 
structure is found; sometimes a more flexible network structure permit- 
ting speedy, lively exchanges of information and human resources can 
be discovered. A skills network structure is better adapted to making 
the most effective use of human skills.'4 In either case, the organised 
group of human skills is the core of an enterprise’s organisational 
capabilities, and the achievement of competitive advantage and growth 
depends on that core. 

Human skills are of many types — technological, managerial, and 
operational — and people possess not one but a complex of skills. But 
human skills groups function at their best when the top management of 
a business enterprise has detailed information on the human skills 
groups they supervise and when the groups have confidence in the top 
management. What sort of top management can have detailed informa- 
tion on the human skills groups and receive their trust? The ideal would 
be either the founder or a salaried manager promoted from within. 
Salaried managers promoted from within are products of the skills 
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group, where they received their start, their training, and their promo- 
tions to the top.'* Founders, in the course of establishing and expanding 
an enterprise, must utilise their own capabilities to foster skills groups, 
and the growth of their enterprises is dependent on their emergence. 
Both salaried managers promoted from within and founders are ideally 
placed to feed back ideas and information between top management 
and skills groups, so building a relationship of mutual trust. By contrast, 
members of the founder’s family, major shareholders, professional 
salaried managers, amakudari former bureaucrats, and representatives 
of financial institutions are in a far less favourable position, since they 
are all outsiders to the skills groups. If the top management is also part 
time, then their ties to the skills groups will be remote indeed. Between 
1930 and 1955, and especially the ten years after 1945, top management 
consisting of salaried managers promoted from within or of founders 
became the dominant type among large Japanese business enterprises. 
Thanks to their connections with the groups of people who possessed 
the skills, and the contingent exchanges of information in a relationship 
of mutual trust, these top managers were able to enhance the organisa- 
tional capabilities of Japan’s business enterprises. They were able to 
invigorate the businesses that became the motive force behind industrial 
development and Japan’s post-war economic growth. 


Vv 
THE START OF LARGE-SCALE, AMBITIOUS INVESTMENT 


Between the end of the war and 1950, the Japanese economy experi- 
enced the despair and chaos brought by defeat, then inflation, black 
market speculation, the occupation’s deflation measures, and bitter 
labour disputes. Those drastic changes inhibited the development of 
business activities. Consequently, it was in the 1950s that many large 
business enterprises actively invested and upgraded physical facilities. 
They began to make effective use of their organisational capabilities, 
with the network of skilled personnel at their core, to participate in 
fiercely competitive domestic and international markets. Around 1950, 
inflation was brought under control and radical, Communist-led labour 
disputes were defeated. An end to the occupation and a resumption of 
autonomy seemed possible in 1950, the year the Korean Conflict broke 
out. The resulting huge orders from the US Army and the so-called 
special procurements were the stimulus the economy needed.'® Major 
Japanese business enterprises from 1950 onwards acted extremely 
energetically. It was as if they were trying to recover in one big push 
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from the stagnation of the immediate post-war years, even though 
they had already been rationalising quietly. It is widely known that the 
leading business enterprises of the 1950s set themselves extremely un- 
realistic goals and challenged themselves to meet them. For instance, 
Japan’s domestic crude steel production totalled 2.5 million tons in 1950. 
It was then that Kawasaki Steel, under the leadership of its president, 
Nishiyama Yataro, decided to build a large-scale integrated steel plant 
in Chiba with a productive capacity of 500,000 tons. The construction 
budget was Y16.3 billion, while Kawasaki Steel itself was capitalised at 
only Y500 million.!” 

Also in 1950, Bridgestone Tyre (now Bridgestone), founded by 
Ishibashi Shojiro, adopted a five-year modernisation plan which would 
focus production on the rayon-cord tyres pioneered by Goodyear in 
the United States. The total cost was Y1 billion, while Bridgestone 
Tyre’s capitalisation stood at Y90 million in 1950. In that year, the 
company produced 360,000 tyres, while total domestic output totalled 
1,130,000 tyres. Bridgestone’s productive capacity was planned to reach 
80 per cent of the national total when the five-year plan was completed 
in 1955. In 1951, when the market value of raw rubber inventories 
plummeted, the company recorded a massive loss of about Y3 billion. 
Ishibashi, instead of resigning as president, ordered that the five- 
year modernisation plan be continued.'*® In 1950, Tashiro Shigeki, the 
president of Toyo Rayon (now Toray) decided to introduce DuPont’s 
Nylon 66 technology. The proposed initial royalties of Y1.08 billion ($3 
million) outstripped the company’s capital of Y750 million. Tashiro was 
not totally confident of his company’s ability to mass-produce Nylon 66, 
but he pressed ahead, under the condition that the pre-paid royalties 
could be paid in instalments. As a result, Toyo Rayon underwent three 
hard years, but succeeded in becoming Japan’s first mover in the nylon 
industry.!? 

Risk-taking enterprises like these were a striking feature of the 
Japanese economy in the 1950s. Ignoring the restrictions imposed by 
their managerial resources and the market environment, they set their 
sights ambitiously high. In conjunction with those goals, it was the 
improvement of organisational capabilities and company morale by 
top management that was critical G. Hamel and C.K. Prahalad 
have given the name ‘strategic intent’” to the type of ambitious deci- 
sions frequently made by Japanese enterprises after the War. Hamel 
and Prahalad neglected to discuss one important point: business 
enterprises do not succeed on sheer determination alone. In fact, since 
these managers pursued ambitious goals that transcended the limits of 
their managerial resources, their achievement required several other 
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factors apart from strategic intent. First, high profits and rapid growth 
were achieved with existing operations. Kawasaki Steel had the steel 
output of its Kobe mill, Bridgestone had its tyre production based on 
existing technology, and Toyo Rayon had its rayon output. Second, the 
success in raising funds made an important contribution to managerial 
resources. These enterprises had relationships of trust with their banks 
and had striven in the past to accumulate internal reserves. Third, 
there existed within these businesses an inherent confidence that they 
could achieve a dramatic gain in human skills, that vital element of 
managerial resources. Top managers were assured of their ability 
because, as founders or salaried managers promoted from within, they 
understood their employees and held their trust. Armed with this 
confidence, they could persuade the banks. Because of the mutual trust 
between employees, managers, and banks, the managers were able to 
make massive and, at first glance, risky investments. 

Kawasaki Steel’s Nishiyama, for instance, brought in a number of 
engineers who had worked in the steel division of the old South 
Manchuria Railway. Returning to Japan after the War, they were lured 
to Kawasaki Steel by Nishiyama, their old high school and university 
friend. Moreover, he was confident of the skills which the younger 
engineers and blue-collar workers had attained over the years;?! 
Kawasaki Steel’s successful entry into the pig iron industry and the 
construction of a large integrated steel mill appeared feasible. Bridge- 
stone’s Ishibashi also had confidence in the company’s engineers and 
operators. He believed that they could solve the knotty problems which 
would be created by the transplanting and operating of leading-edge 
production methods. Toyo Rayon’s Tashiro similarly anticipated that 
the technological and operational skills available in his company could 
be developed to a point where nylon of the required quality could be 
produced. Nishiyama was a salaried manager promoted from within; 
Ishibashi was a founder. Both were thoroughly familiar with the 
characters and abilities of their engineers, foremen, and other skilled 
workers, for their careers in the company were spent with them. Of 
course, their shared experiences and interdependent relationships led 
those skilled personnel as a group to trust their top managers and to 
take pleasure in being presented with ambitiously difficult problems 
and high expectations. The ‘strategic intent’ that was conspicuous in 
the business history of 1950s Japan is unintelligible unless the close 
relationship between top management and their skilled personnel 
groups is considered. It was, of course, top managers who were salaried 
and promoted from within or, alternatively, the founders who could 
achieve close relationships with those groups. The fact that they 


42 THE ORIGINS OF JAPANESE INDUSTRIAL POWER 


achieved a dominant position in the top management of large Japanese 
business enterprises between 1930 and 1955, and particularly between 
the end of the war and 1955, was a critical moment in post-war Japan’s 
economic development. 


VI 
CONCLUSION 


Large business enterprises in which salaried managers exercised 
substantial power from 1930 onwards and especially after the War 
played a major role in Japan’s post-war economic growth. Managerial 
enterprises, in other words, powered the Japanese economy. It was their 
managers who undertook the commercial necessary in the 1950s, the 
take-off point for economic growth. Nonetheless, the argument is too 
general. To be exact, it was salaried managers promoted from within, 
not salaried managers in general, who controlled the top management 
of these pivotal managerial enterprises. They were able, by exercising 
‘strategic intent’, to secure large-scale investment and modernisation 
programmes, because they had a vital asset: a close, trusting relationship 
with the groups of people within their companies who possessed the 
human skills, plus sufficient information about those skills to support 
their decisions and convince the banks. In the important sense that they 
too experienced a close, mutually supportive relationship between their 
top management and skills groups, entrepreneurial enterprises led by 
their founders were comparable to managerial enterprises. In any 
assessment of the important contributions to Japan’s post-war economic 
growth, both managerial enterprises led by salaried managers promoted 
from within and, to a lesser extent, entrepreneurial enterprises must be 
included. 
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Kigyo Shudan: The Formation and 
Functions of Enterprise Groups 


TAKEO KIKKAWA 
University of Tokyo 


It is widely accepted that the formation of enterprise groups after the 
Second World War founded a notable characteristic of the ‘Japanese 
management system’. The report of the US—Japanese Structural 
Impediments Initiative Talks, published in 1990, focused on enterprise 
groups because they represented a typical example of Japan’s closed 
markets and a cause of growing trade imbalance. The purpose of these 
groups and the nature of their contribution to industrial organisational 
capability is rooted in the period of their formation, the 1950s. During a 
time of uncertainty and forced reorganisation, Japanese companies 
established relationships with other firms which enhanced stability and 
protected their immediate futures. Interlocking share ownership 
brought a sense of security, allowed managers to control their own 
enterprises, and encouraged firms to think in terms of long-term growth 
rather than short-term profits. Formal inter-firm relationships enabled a 
capital-starved economy to finance joint ventures, which often required 
the importation of expensive foreign technology. Information could be 
more freely shared amongst mutually dependent allies, and transaction 
costs between firms were reduced. The objectives and advantages of 
inter-firm groupings altered over time, and these changes reflected 
developments within the Japanese economy and in the commercial and 
organisational needs of companies. The strengths of companies are 
determined by internal organisation, but also by external connections 
with suppliers, buyers, banks, government, and other firms and these can 
take the place of neo-classical market mechanisms. These institutional 
arrangements, both formal and informal, have been a notable aspect of 
the Japanese industrial system; something distinct from Anglo-Ameri- 
can economies and one possible cause of competitive advantage and 
differential growth rates. 


II 
THE ROLE OF ENTERPRISE GROUPS 


The word keiretsu generally refers to kigyo keiretsu, which is a vertical 
combination with one large company and a number of subsidiaries, 
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and the Matsushita and Toyota groups are classic examples of this 
type. Enterprise groups, however, are called kigyo shudan, a horizontal 
combination amongst large companies. We will investigate the latter 
by looking at the six largest kigyo shudan, namely Mitsui, Mitsubishi, 
Sumitomo, Fuji Bank, Sanwa Bank, and Daiichi Kangyo Bank (or 
DKB). Each of these is a network of companies and they are all 
guided by a presidents’ meeting. In 1991, these six groups — exclusive 
of their financial and insurance businesses — accounted for 13.0 per 
cent of Japan’s total assets, 14.3 per cent of sales, and 15.2 per cent of 
net profits.! In other words, they comprised one-seventh of the 
Japanese economy. Why these enterprise groups were formed, what 
kind of functions they perform, and how they influenced decision- 
making in member companies are all questions which are central to 
our understanding of the Japanese economy and its business 
organisation. 

It was in the middle of the 1950s, when the Japanese economy began 
to grow rapidly, that the formation of enterprise groups attracted 
attention. Mitsubishi Shoji (Mitsubishi Trading)* was reintegrated in 
1954, Mitsui Bussan (Mitsui Trading)’ in 1959, and the three Mitsubishi 
Jukos (Mitsubishi Heavy Industries) ~ Shin Mitsubishi Jukogyo, 
Mitsubishi Nippon Jukogyo, and Mitsubishi Zosen ~ were merged in 
1964. These trends had wide-scale implications at home and abroad. 
At the time, they were strongly regarded as re-emerged zaibatsu, 
but they were different in many ways. The new kigyo shudan lacked 
parent corporations operating as holding companies, the influence of 
the zaibatsu family had disappeared, and member companies were 
independent.* A more important issue is why the kigyo shudan were 
formed after the war. 

There is strong support for the view which regards enterprise groups 
as primary actors and member companies as secondary. Enterprise 
groups can be seen as independent decision-making bodies,’ formed in 
order to dominate markets and make monopolistic profits. Therefore, 
the reason for their formation after the war is self-evident and the focal 
point of the argument shifts from the function of enterprise groups to 
their power. But this perception of enterprise groups as primary actors 
and member enterprises as secondary has been criticised by some schol- 
ars. They see the enterprise group only as an intermediary between 
company and market, and members join in order to reduce transaction 
costs, exchange information, and share risks. Have those who advocate 
the predominance of member companies over enterprise groups 
answered the question of why they were newly formed after the war? 
Lacking an historical perspective, they do not distinguish between the 
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original purpose of these enterprise groups (their fundamental function) 
and roles that were subsequently assumed (additional functions). There 
were differences, too, between groups formed at separate times, and 
the Mitsui, Mitsubishi, and Sumitomo Groups were founded earlier 
than the Fuji Bank, Sanwa Bank, and Daiichi Kangyo Bank Groups. In 
demonstrating the role of these kigyo shudan, the relationship between 
them and their member companies should be explicated, and historical 
contrasts between fundamental and additional functions must all be 
distinguished. 


ITI 
INTERLOCKING SHARE HOLDINGS 


Why were enterprise groups newly formed after the Second World 
War? In other words, what was their fundamental function? As 
the case of Mitsui Fudosan (Mitsui Real Estate) illustrates, com- 
panies were seeking to interlock shareholdings and restore corporate 
stability.’ Mitsui Fudosan was established in 1941 to manage the lands 
and buildings of the Mitsui families, who at the end of the war still 
owned all of the company shares. Because of the zaibatsu dissolution 
policy implemented under the occupation, the firm went public, 
and Mitsui Fudosan faced the greatest crisis in its history. The shares 
were sold in 1949, and the company tried to secure approximately 
30 per cent of the shares with the aim of forestalling a third party 
who would trouble the controlling management. Mitsui Fudosan 
borrowed 100 million yen, and this sum was used to secure about 
280,000 of the one million issued shares, each of which was worth 
400 yen. Ownership by a company of its own shares contravened 
the Mercantile Law, and any attempt to establish another firm which 
might own the secured shares violated a clause in the Antimonopoly 
Law which prohibited holding companies. As a consequence, the 
representative director of Mitsui Fudosan, Chuji Yamao, its director, 
Kiyoshi Kusaka, and the president of several interested concerns, 
Hikosaburo Hayashi, assumed ownership of the shares as private 
individuals. From 1955, they called their arranged association 
‘Sanwakai’, which means ‘harmony of three’. Publicly, the shares 
were attributed to another company with whom Hayashi was closely 
involved. These shares were used as security for a loan which was 
unassociated with Mitsui Fudosan. The company was unable to receive 
profits from its hidden shares, and there was evident insecurity in 
an arrangement in which various financial institutions might recall the 
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security on their loans. Mitsui Fudosan felt obliged to act. Until the 
mid-1950s, the active business development of Mitsui Fudosan was 
greatly constrained: outstanding loans did not benefit the company 
and crowded out the possibility of further fund-raising. But, from 
1955, the new president, Hideo Edo, was intent on developing Mitsui 
Fudosan as a general real estate developer. 

Following further capital issues in 1952, 1956, and 1957, the shares 
Sanwakai owned had increased to 2.84 million. Mitsui Fudosan decided 
to collect these shares and dissolve Sanwakai, and, by mid-1959, 1.51 
million shares had been redeemed. In addition, in July, Mitsui Fudosan 
doubled its capital through further allocations to the stockholders, and, 
at the same time, it offered 3.2 million shares to the public. It 
entrusted Nomura Shoken (Nomura Stock Co.) to sell the issue, and 
transferred the old Sanwakai shares to companies within the 
Mitsui Group. For example, Mitsui Bussan took 480,000 shares; Mitsui 
Ginko (Mitsui Bank) 320,000 shares; Nippon Seikojo (Nippon Steel- 
works) 200,000 shares; and Mitsui Kensetsu (Mitsui Construction) 
150,000 shares, Mitsui Fudosan succeeded in stabilising its shareholdings 
by dissolving Sanwakai and making each company within the Mitsui 
Group a reliable and trusted shareholder. A major obstacle to growth 
was removed, and the company began to concentrate on a corporate 
strategy of reclamation work, housing projects, and skyscraper and office 
building. The Mitsui Fudosan example clearly shows the importance 
attached to the security and stability which had been lost with the 
dissolution of zaibatsu. Cross-ownership amongst enterprise member 
companies enabled the management of individual concerns to 
strengthen their position. 

Although no other case was as dramatic as Mitsui Fudosan, compa- 
nies within the former zaibatsu had similar experiences, and enterprise 
groups were newly formed after the war as a result of shareholdings 
being interlocked. Given that the fundamental function of enterprise 
groups was to stabilise ownership, the presidents’ meeting of each 
group represented a gathering of leading shareholders. The presidents’ 
meeting of the Sumitomo Group first convened in 1951; that of the 
Mitsubishi Group in 1954; that of the Mitsui Group in 1961, although 
executives higher than managing directors had met socially since 1950. 
The formation of kigyo shudan from amongst the three largest zaibatsu 
occurred at a relatively early date, because their dissolution greatly 
affected companies which sought to maintain a strong, internal control 
over shareholdings. But the predecessors to companies within the Fuji 
Bank, Sanwa Bank, and Daiichi Kangyo Bank Groups had been 
owned more openly, and they felt the consequences of zaibatsu 
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dissolution to be less significant. They did not have the same need to 
form enterprise groups, and did not do so until the mid-1960s, when 
international capital transactions were liberated, and share prices stag- 
nated as a result of the security crisis in 1965. Affiliated companies 
began to acquire cross-shareholdings and presidents’ meetings — a gath- 
ering of new shareholders — were founded. The first within the Fuji Bank 
Group occurred in 1966, and that of the Sanwa Bank Group in 1967. On 
the other hand, the Daiichi Kangyo Bank Group did not establish a 
presidents’ meeting until 1978 because Daiichi Ginko and Nippon 
Kangyo Ginko merged in 1971. 


IV 
THE ADDITIONAL FUNCTIONS OF ENTERPRISE GROUPS 


The enterprise groups which were formed in post-war Japan with 
the aim of interlocking shareholdings and maximising company and 
managerial stability acquired additional functions and advantages. The 
constant contact and close links between members secured a level of 
trust which reduced transaction costs. The financiers of affiliated 
companies save on the cost of collecting information on borrowers, 
while member enterprises have a large and steady source of funds and 
investment. Trading and operational companies have the confidence to 
be heavily committed to other members, and joint action assists the 
attainment of economies of scale, the spreading of risks, and product 
diversification. They can, in addition, act collectively to reduce purchase 
and sales costs. While remaining independent, every company can 
strengthen its competitive power and commercial security through 
group membership. 

The information that is exchanged formally and informally by execu- 
tives through the presidents’ meeting is one of the enterprise group’s 
most important functions. Intelligence on markets, technology, and 
competitors, collected and shared by the member companies, diminishes 
uncertainty, and many investment decisions are accordingly facilitated. 
Primarily, the Japanese enterprise groups had a strong base in the inter- 
mediate goods industries, which sought economies of scale by investing 
in large-scale facilities. The role of information exchange within 
enterprise groups was critical to the growth of member companies in a 
period when their commercial future and strategies were linked to plant 
and equipment investment. 

Japan was recovering from the war and facing industrially more 
advanced countries, and the kigyo shudan had an important part in the 
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restoration of the economy and the furthering of competitiveness. 
This adjustment required the rationalisation of declining sectors and 
investment in growing industries, and this major shift was eased by 
the ability of member companies to share the costs and the risks. The 
decline of coal mining was a controversial social issue, and the allies 
of these concerns assisted with redundancies and, between 1954 and 
1963, jointly funded the establishment of cement companies® as a 
replacement business. In the expanding petrochemical industry, 
member companies of a group jointly estalished ethylene plants. 
Risk sharing within enterprise groups converted Japan’s industrial 
structure and hastened economic growth. The functions of reduced 
transaction costs, information exchange, and risk sharing are not 
unique to enterprise groups. Transaction costs can be lowered by 
companies that have long-term, stable transaction relationships, and 
the exchange of information and the sharing of risks occurs without 
the existence of enterprise groups. But the kigyo shudan are especially 
suited to the gaining of such advantages, and, within enterprise 
groups, they are secured through stabilised ownership and interlocking 
shareholdings. 


V 
THE COMPLEMENTARY ROLE OF GROUPS 


However, are the advantages of enterprise groups so great that they 
act as single decision-making bodies with precedence over member com- 
panies? Yoshikazu Miyazaki believes enterprise groups to be dominant, 
and offers the petrochemical industry as an example.’ Four companies 
in the late 1950s were authorised ethylene producers within the state’s 
First Plan for the domestic petrochemicals industry.'!° Two of them 
were Mitsui Sekiyu Kagaku (Mitsui Petrochemicals), jointly established 
by member companies of the Mitsui group in 1955, and Mitsubishi 
Yuka (Mitsubishi Petrochemicals), founded by companies within the 
Mitsubishi group in 1956. In order to participate in the overseas devel- 
opment of petrochemicals in the 1970s, the Mitsui group established 
Iran Sekiyu Kagaku Kaihatsu (Iran Petrochemical Development) in 
1971, and the Mitsubishi group founded Saudi Sekiyu Kagaku (Saudi 
Petrochemicals) in 1979. These were clear examples of kigyo shudan 
acting collectively, but there were contrary cases. The Sumitomo group 
was different to the Mitsui and Mitsubishi groups in two important 
respects. Sumitomo Kagaku (Sumitomo Chemicals), authorised by the 
First Plan to undertake the domestic production of petrochemicals, 
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began manufacturing ethylene independently from other member 
companies in the Sumitomo group. Overseas, it also took independent 
action and after 1975 built a complex in Singapore. Following the 
Second Plan dealing with the domestic production of petrochemicals, 
drawn up in the early 1960s, Kasei Mizushima (Mizushima Chemicals) 
brought conflict between Mitsubishi Yuka and its own parent 
company, Mitsubishi Kasei (Mitsubishi Chemicals), when Mizushima 
began to operate an ethylene plant in competition with Mitsubishi 
Yuka. In 1965, the entry of Osaka Sekiyu Kagaku (Osaka Petro- 
chemicals) into ethylene production caused conflict between Mitsui 
Sekiyu Kagaku and Mitsui Kagaku (Mitsui Chemicals), which owned 
and controlled Osaka Sekiyu Kagaku. Consequently, severe rivalry 
occurred within the Mitsui and Mitsubishi groups, and joint invest- 
ment and industrial linkages in the petrochemicals sector extended 
beyond the boundaries of these formally linked companies after the 
Second Plan. 

It is difficult to see how enterprise groups can be regarded as pri- 
mary actors. It is necessary to take a contrary view, which is to regard 
member companies as primary actors and enterprise groups as 
secondary. When there develops a gap between business plans and the 
organisational capacity of the company, the enterprise group has a role 
as an intermediary organisation that bridges this gap. Mitsui Kagaku 
and Mitsubishi Kasei had chosen not to enter ethylene manufacturing 
independently during the implementation of the First Plan for domestic 
production. They respectively established Mitsui Sekiyu Kagaku and 
Mitsubishi Yuka, and they required the backing of their enterprise 
groups. Through this decision, they overcame their individual inability 
to obtain funds and bear risks, and they enhanced their bargaining 
power. Negotiations with foreign enterprises and the Japanese govern- 
ment were central to the successful completion of the projects. Only 
enterprise groups could bid for the former military fuel facilities in 
Iwakuni and Yokkaichi, then being privatised by the government. In the 
event, Mitsubishi Sekiyu Kagaku bought the plant at Iwakuni; Mit- 
subishi Yuka secured the Yokkaichi works. The Mitsui and Mitsubishi 
groups also acted collectively in overseas projects, because individual 
members felt unable to bear the risks and wanted to maximise every 
source of information. 

Sumitomo Kagaku, on the other hand, had proceeded on an 
independent basis because its planned ethylene facility at Nuhama was 
not as complex as the other projects. Nor were privatisation of former 
military fuel facilities and negotiations with government relevant issues. 
In establishing its ethylene production company in Singapore, 
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Sumitomo Kagaku again acted without the assistance of the Sumitomo 
group, and it already had adequate information indicating the venture 
to be potentially profitable and realistic. Singapore was the third largest 
oil centre after Houston and Rotterdam, and naphtha could be obtained 
from Esso and Shell at globally competitive prices.'' Sumitomo 
Kagaku’s initial organisational capacity matched its business plans, 
and, even the cases of Mitsubishi Kasei and Mitsui Kagaku, the enter- 
prises required assistance from their groups only during the First Plan 
for domestic production. As the potential of the petroleum industry 
became apparent to these interested parties, they chose to develop 
their own ethylene production facilities without assistance. Mitsubishi 
Kasei established Kasei Mizushima during the Second Plan for domes- 
tic production and Mitsui Kagaku continued to operate Osaka Sekiyu 
Kagaku independently. The role of the enterprise group was a comple- 
mentary one, used by member firms to overcome the lack of organisa- 
tional capabilities. In these cases, the member enterprises acted as 
decision makers and the enterprise groups were followers. 


VI 
THE LESSONS OF HISTORY 


According to Chandler, the United States of the 1960s evinced tangible 
signs of a new trend in capitalism: companies moved into markets 
in which they had little competitive advantage, top management was 
separated from executives, operating units were sold in unprecedented 
numbers, the buying and selling of corporations developed into 
an established business, the financial objectives of portfolio managers 
influenced company strategies, and a market for corporate control was 
institutionalised.'"? Tadao Kagono and Takao Kobayashi offer another 
perspective, focusing on a shareholders’ ‘counter-revolution’ that sought 
to reverse the earlier managerial revolution. ‘In the United States, there 
were active discussions about management control until the middle of 
the 1960s, but their incidence significantly decreased in the latter part 
of the decade. The maximising of shareholders’ profits became the 
dominant theme, and the increasing threat of take-over by conglomer- 
ates spearheaded a shareholders’ “counter-revolution”.’'> According to 
Chandler, the new trend in capitalism spread to Europe, but Japan did 
not experience the phenomenon.'* Japanese companies sustained and 
strengthened their organisational capability and attained competitive 
power at home and abroad. While the managerial revolution which gave 
control to salaried managers occurred in post-war Japan as it did in 
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Western industrialised countries, the ‘counter-revolution’ was not 
copied. As a consequence, Japanese companies were not forced to 
seek only short-term profits, and could extend their capabilities and 
competitiveness over the long term. By avoiding the shareholders’ 
‘counter-revolution’, major Japanese companies could invest and 
sustain high economic growth in the post-war period. The stabilising 
and interlocking of shareholdings within enterprise groups played a 
decisive role in avoiding the ‘counter-revolution’. 

Mitsui Fudosan, as a member company of an enterprise group, 
escaped the threat of take-over and short-termist managerial behaviour. 
The additional functions of transaction costs reduction, the exchange of 
information, and the sharing of risks, moreover, raised competitiveness 
and the growing market power of member companies. The enterprise 
group displayed the characteristics of economic rationality. The growth 
potential and competitiveness of their member companies existed in the 
companies themselves. As the case of the petrochemical industry 
demonstrates, the roles of enterprise groups are complementary. 

Criticism of the kigyo shudan is rising in Western nations, which 
do not always understand their true objectives. Such critics ignore 
the damage inflicted on Western economies by the shareholders’ 
‘counter-revolution’, and they overestimate the influence of the 
Japanese enterprise group, which serves the purposes of its members. 
As the relationship between ownership structures in industry and rates 
of economic growth become better understood, Western attitudes may 
change. Nonetheless the contribution of the kigyo shudan to Japanese 
success is clear. In the late 1940s and 1950s, Japanese business under- 
went a period of adjustment to enforced, legal changes. Lacking capital, 
technology and comparable size, many companies overcame their own 
organisational deficiencies through the co-operative mechanism of the 
kigyo shudan. Cross-ownership enabled management to re-establish 
their control, and, freed of some of the profit pressures confronting 
Western companies, they could invest and maximise sales in a rapidly 
growing economy over the long term. The kigyo shudan was established 
as a useful part of Japanese business organisation; it contributed 
to Japanese economic success, and remains a source of competitive 
advantage. 
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The Formation of Distribution Keiretsu;: 
The Case of Matsushita Electric 


MASAHIRO SHIMOTANI 
Kyoto University 


The ongoing Structural Impediments Initiative, held between the United 
States and Japan since 1989, has proved to be a forum for reconsidera- 
tion of the various economic systems that have contributed to Japan’s 
rapid post-war growth and transformation into an economic power. Of 
these, the so-called keiretsu system has attracted the greatest attention. 
Keiretsu are the close, long-term business relationships established 
by large corporations with select groups of smaller firms, and they 
are linked through investment and the exchange of personnel. These 
keiretsu are an effective system of minimising transaction costs, and an 
efficiency gain that has contributed to Japan’s economic success. But 
the system has often been criticised for excluding outside firms from 
markets and, more particularly, as a barrier to foreign firms entering 
the Japanese market. Although keiretsu relationships appeared in the 
1930s, it was in the 1950s that they were rapidly consolidated. In the post- 
war years, larger corporations chose their trading partners in areas 
such as production and distribution, and set about forming close, long- 
term (and hence exclusive) business relationships. The keiretsu were a 
response to the intense competitive pressures which existed among 
Japanese firms; certainly. their primary purpose was not to exclude 
foreign firms. The keiretsu system resulted from corporate competition 
within the Japanese economy, and became established as a link between 
firms that was economically rational, and suited to Japanese-style 
management. As the Japanese economy grew and advanced globally, 
however, the system of keiretsu relationships began to be seen as an 
unfair barrier. In this paper, the case of Matsushita Electric Industrial 
(National/Panasonic) will be examined, with particular emphasis on the 
process by which its distribution keiretsu was formed. 


II 
THE MATSUSHITA KEIRETSU 


The case of Matsushita Electric Industrial demonstrates fully the ration- 
ale of distribution or vertical keiretsu. Matsushita Electric Industrial 
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TABLE 1 
THE PREWAR MATSUSHITA GROUP 


Year Employees Total Sales 

1918 25 

1922 40 180 
1928 300 

1932 1,102 3,000 
1935 2,874 8,870 
1937 4,007 16,500 
1939 6,672 28,100 
1941 9,346 34,060 
1943 14,061 46,730 
1945 26,832 69,730 


Notes: Sales figures are in units of Y1,000. Columns 2 and 3 include the employees and sales 
of subsidiaries. 


Source. Matsushita Electric Industrial, Sogyo 35 nenshi (The First 35 Years) (1953). Also, 
Matsushita Electric Industrial, Matsushita Denki 50 nen no ryakushi (A Survey of the 50 
Year History of Matsushita Electric) (1968). 


(METI), the core of the Matsushita Group, was founded in Osaka in 1918, 
and Table 1 indicates the rapid growth of a once small entrepreneurship. 
The company’s record both parallels the expansion of the Japanese 
economy in general and reflects the expansion of the Japanese home 
appliance and electronics industry, which has a history of continuous 
product diversification. In 1933, the company decided to become the first 
Japanese enterprise to introduce a system of decentralised operating 
divisions, and Table 2 tracks the progress of Matsushita’s rapid product 
diversification efforts. The process began with the creation of four 
divisions: Radio, Batteries & Lamps, Wiring Equipment, and Electric 
Heaters. Each division was an individual profit-centre, responsible for 
its own manufacturing and sales activities. In addition, each division 
was envisaged as a point of intimate contact between manufacturing and 
sales functions.'! However, this system of operating divisions was short- 
lived; after two years, the company decided to spin off the original four 
divisions to create five new, wholly-owned subsidiaries. Two to three 
years later, several seperate sales subsidiaries were also created. This net- 
work of subsidiary companies formed the prototype for the Matsushita 
Group, originally known as the Matsushita sangyodan or Matsushita 
Group of Industries. The company’s product diversification and sales 
network expansion were such that, by the time of Japan’s defeat in 1945, 
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TABLE 2 
MATSUSHITA’S PREWAR DIVERSIFICATION 


1918 Various plugs 

1922 Battery operated lamp 
More than ten products 

1927 Electric iron 

1928 Electric range 

1929 Electric heater 

1930 Radio 

1931 Dry cell battery 
More than 200 products 

1932 Cooker, generator lamp, speaker 

1933 More than 300 products 

1934 Small motor, electric blanket, foot warmer 

1935 Industnal electric furnace, toaster, coffee 
maker 

1936 Various light bulbs, fan, stand lamp, 
electric clock 

1937 Storage battery, record player, dryer 


More than 2,000 products 


Source. Matsushita Electric Industrial, Matsushita Denki 50 nen no ryakushi (A Survey of 
the 50 Year History of Matsushita Electric) (1968). 


a total of 49 subsidiaries had been created or brought in through purchase 
or equity participation, although there were never as many as that 
at any one time. As manufacturing and sales companies were spun off 
from the core, the parent company (MEI) maintained control through 
stockholdings. The original single corporate entity of Matsushita 
was accordingly divided and managed as a large number of subsidiaries, 
operating within the Matsushita Group. The top management of each 
subsidiary retained responsibility for manufacturing and sales within 
their individual profit-centres, in the same manner as the predecessor 
operating divisions. Although the subsidiaries were legally separate 
corporations, important personnel and planning decisions required the 
prior approval of the parent company. Comptrollers of subsidiaries 
were always dispatched directly from MIE, and top management within 
the subsidiaries had no influence over these appointments. As strategy, 
personnel, accounting, and other functions were subject to control from 
above, the concept of the so-called ‘autonomous’ profit-centres worked 
within the tight limits imposed by MIE. While the Matsushita Group 
was composed of many subsidiary companies, in reality it operated as a 
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single organic whole. An organisation divided into many operating sub- 
sidiaries but functioning as a single unit could be described as a ‘corporate 
group’.? The roles of the subsidiaries within it can be essentially divided 
into two. The first concerns the manufacture of a product which amounts 
to a diversification away from the parent company’s main line of business. 
The second type of objective is to provide parts, materials, reprocessing, 
sales, or other services that vertically support the parent company. This 
kind of corporate group organisation, created out of satellites spun 
off from the main company, is hardly limited to Matsushita; it was 
adopted by many Japanese firms in the 1930s. Because of rapid economic 
growth during that decade, the progress of diversification and vertical 
integration brought organisational difficulties and inefficiencies to many 
companies. The corporate group and the subsidiaries proved to be an 
effective strategic response. 

While the Matsushita Group had developed within the home 
appliance and electronics industry, economic controls instituted from 
the late 1930s and increasingly intensified during the Second World 
War stringently curtailed civilian demand for household durables, and 
almost all production was shifted to military purposes.’ While some 
formerly existing units — notably radio and radar — became recipients 
of inordinate amounts of resources, the company had to manufacture 
other military products unconnected with former lines of business. 
Faced with incentives and pressure from the military, Matsushita began 
to make an array of war products including weapons parts and wooden 
aircraft. During the conflict, the military forced many small and medium 
sized producers to become subcontractors to certain large companies. 
At the time, these subcontractors were called ‘co-operative producers’, 
and Matsushita’s five main production subsidiaries were allotted 487 of 
these smaller enterprises. This system of subcontracting, which played 
an important role in Japan’s post-war rapid economic growth, came into 
existence during the period of wartime controls. Defeat dealt a heavy 
blow to industrial production, and the problems of Japanese companies 
were exacerbated by the break-up of the zaibatsu and other large 
companies, a policy imposed by the American General Headquarters.‘ 
Matsushita was forced to divest some of its subsidiaries, and these 
became independent. In response to this dislocation, the company 
reverted in 1950 to the operating division system, and three divisions 
were formed in an attempt to refocus the business. 

In spite of these difficulties, post-war Japan offered a wider range 
of opportunity to the home appliance and electronics industry and 
Matsushita. Table 3 reveals the company’s swift growth between 1950 
and 1960 in terms of sales and employees. Even more indicative is an 
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TABLE 3 
MATSUSHITA’S GROWTH IN THE 1950s 


Year Employees Total Sales 
1950 4,049 

1952 6,092 9,050 
1954 8,924 17,460 
1956 11,788 31,180 
1958 16,509 53,810 
1960 23,350 105,480 


Note: Sales figures are in units of Y1 million. 


Source: Matsushita Electric Industrial, Sogyo 35 nenshi (The First 35 Years) (1953). Also, 
Matsushita Electric Industrial, Matsushita Denki 50 nen no ryakushi (A Survey of the 50 
Year History of Matsushita Electric) (1968). 


increase in the number of divisions, which, organised along product 
lines, resulted from the birth of new lines in the first three divisions. 
There were a total of 15 divisions in 1956; 36 in 1964; 59 in 1972: and 
65 in 1974.5 Naturally, the rise in the number of decentralised divisions 
invited administrative difficulties and inefficiencies, just as Matsushita 
had experienced in pre-war years. Experiments were made with group 
related divisions under the aegis of several over-arching operations 
centres, but this solution tended to stifle the activities of supposed 
autonomous units. Finally, it was decided to spin off the numerous 
divisions into a number of outside subsidiaries. The core of the current 
Matsushita Group, as shown in Table 4, is made up of MEI and its 11 
main subsidiaries, five of which (in the lower part of the table) were not 
originally Matsushita companies; they were brought in from outside. 
The other six subsidiaries (in the upper part of the table) were formerly 
parts of the parent company. Two of these were externalised as early 
as the 1950s, and the other four were spun off in the 1970s. These six 
subsidiaries are comprised of 25 former divisions, however, so that, 
despite their nominal independence, they function as extensions of the 
parent. Another important development within the Matsushita Group 
was its vigorous overseas expansion. The first such sales subsidiary, 
American Matsushita Electric, was founded in 1959, while the first 
production subsidiary was National Thai, established in 1959. Inter- 
national subsidiaries were subsequently created one after another, with 
25 being founded between 1961 and 1970, 60 between 1971 and 1980, 
and 76 between 1981 and 1990. The creation of domestic sales 
subsidiaries also proceeded rapidly, and the modern Matsushita Group, 
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TABLE 4 
CORE SUBSIDIARIES OF THE MATSUSHITA GROUP (1993) 

Established Capital MEI% Sakes 
Matsushita Electronics 1952 410 65.0 4,667 
Matsushita Communication Industrial 1958 223 57.0 4,578 
Matsushita Electronic Components 1976 230 98.7 3,820 
Matsushita Housing Products 1977 60 100.0 1,684 
Matsushita Industrial Equipment 1977 30 100.0 na 
Matsushita Battery Industrial 1979 105 97.6 2,001 
Matsushita Refrigeration 1972" 119 51.8 2,030 
Kyushu Matsushita Electric 1955 254 52.0 3,470 
Matsushita Seiko 1962" 121 59.0 949 
Matsushita Graphic Communications 1970" 15 60.0 825 
Matsushita Kotobuki Electronics 1969" 79 57.7 2,729 


Notes. Capital and Sales figures are in units of Y100 million. Asterisk indicates year of com- 
pany name change. 


Source: MEI Annual Reports. 


through its dual strategy of spinning off subsidiaries and internationali- 
sation, has grown to a huge aggregation of some 670 manufacturing, 
sales, and service companies. 


Ill 
MATSUSHITA’S DISTRIBUTION KEIRETSU, 1918-1945 


The formation of Matsushita’s distribution keiretsu played an important 
part in the company’s swift expansion, both before and after the Second 
World War. Refined upon its reintroduction in the 1950s, the prototype 
for this distribution keiretsu is to be found in the 1930s. Matsushita 
supplied home appliances and electronics between 1918 and 1937, 
the subsequent implementation of war-time controls curtailing the out- 
put of non-military products. During this 20-year period, the company 
actively built up its distribution keiretsu.® Its formation proceeded with 
the establishment of the company’s regional sales offices (branches) 
and, under them, a network of contracted wholesalers/distributors and 
retailers. The first sales office or branch was established in Tokyo in 
1920. Then, with the expansion of home appliance and electrical goods 
markets in the late 1920s and early 1930s, branches were opened in main 
cities such as Fukuoka, Nagoya, Osaka, and Sapporo, and in provincial 
centres such as Sendai and Kanazawa. The branch network was even 
expanded to the imperial colonies of Taiwan and Korea. The early 1930s 
was a period of rapid growth and consolidation in manufacturing and 
sales capability. The number of managerial employees topped 200, as 
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,did the number of products. Factory operatives soon numbered 
more than 1,000, working in ten different plants. The various sales 
branches were allocated carefully defined sales areas of the country, 
and they oversaw a network (keiretsu) of wholesalers and retailers 
which extended even to the most remote parts of Japan. A distinction 
was drawn between markets, namely large-scale users like corporations 
and government departments, and the ‘general market’ of individual 
consumers. The branches, under the direction of Matsushita’s home 
office marketing division, undertook sales activities aimed at both 
these markets. In the early 1930s, the company set up an internal 
Trading Division which became the Export Division in 1934. Matsushita 
Electric Trading Ltd, a subsidiary company created to take over all 
export-related business, was established in the following year, and it 
handled Matsushita exports until 1988, when it was re-absorbed into 
the parent, MEI. Matsushita’s sales organisation, essentially a sales 
network controlled by a central marketing office, was superseded by 
the introduction of operating divisions in 1933 and by the creation of 
wholly-owned subsidiaries in 1935. A marketing section was established 
in each division or subsidiary, and the company’s single marketing 
division was dissolved. The formerly centralised direction of the sales 
function was transformed into a decentralised structure organised by 
the various operating units. The new system allowed the autonomous 
operating divisions and subsidiaries to co-ordinate sales and manufac- 
turing activities better, so meeting the needs of their respective markets 
more efficiently. The full development of decentralised selling was cut 
short, however, by the introduction of wartime economic controls. 

One critical factor in the implementation of Matsushita’s branch net- 
work in the 1930s was the hierarchical ordering of existing wholesalers 
and retailers into the company’s distribution keiretsu. While Matsushita 
had been a comparatively small enterprise, it could rely on existing 
distributors and shops. But upon the release of its new battery-operated 
bicycle lamp in 1923, the company paid for newspaper advertisements 
seeking a wider group of distributors. As subsequent products such as 
an electric iron, an improved bicycle lamp, and an electric heater 
were introduced, the distributorship system was refined in the late 1920s. 
At first, contracts involved little more than a handshake or bow, but 
formal written agreements were instituted in 1929. With the intro- 
duction of radios and dry cell batteries in the early 1930s, Matsushita 
achieved unprecedented sales growth, and many established wholesalers 
expressed their desire to trade with the company. Wholesalers of the 
period typically handled competing items from several manufacturers, 
and the same was true for distributors of Matsushita products. But, in 


THE FORMATION OF DISTRIBUTION KEIRETSU 61 


1932, ‘in order to concentrate attention on the sales of Matsushita 
products’, and ‘to promote deeper understanding of Matsushita’s 
managerial and marketing aims’,’ the company sought exclusive deals 
with distributors. From 1933, incentives were offered to co-operating 
wholesalers and a ‘dividend linked reserve fund’ was established. 
Matsushita reserved three per cent of each exclusive distributor’s 
monthly purchases, and this money was rebated to the distributors in the 
form of semi-annual dividend payments linked to Matsushita’s financial 
performance. 

The construction of the national branch network was accompanied 
by an ambitious effort to form an exclusive sales network of distributors 
and retailers under the supervision of the branches. But it was charac- 
teristic of Matsushita’s marketing approach that the company also 
sought to bypass many wholesalers and establish direct links with 
retailers. According to contemporary comments of the founder, Kono- 
suke Matsushita, ‘The future will see manufacturers shaping the market. 
It should be the decision of the manufacturer as to how the market 
should be, how the sales network should be established within the 
market, and in what form sales should take place’. An important 
example of this policy was the publication from 1927 of the Matsushita 
Denki Geppo or Matsushita Electric Monthly Bulletin, aimed specifically 
at retailers. The opening issue stated that, ‘Until now, there has been 
no forum for the two sides [Matsushita and its retailers] to meet, and it 
has been difficult to achieve sufficient recognition and understanding, 
but from here on we wish to deepen mutual understanding through 
close contact. We wish for you to present your opinions unreservedly’.® 
Matsushita was very aggressively approaching retailers, the tail-end of 
its distribution system, at the potential cost of traditional wholesalers. 
Publication of the Bulletin was suspended during the war, but it was 
replaced by the monthly National Shop in 1947. 

The establishment in 1935 of the ‘Associated Store’ system repre- 
sented further ‘keiretsification’ of the sales system. It was designed as a 
means of rescuing distributors and retailers from the intense competitive 
discounting or ‘sales war’ which occurred in the early 1930s. The system 
reflected its motto of ‘living together, prospering together’, and it sought 
to secure a stable flow of sales for manufacturer, distributor, and retailer 
alike. Distributors identified the main retailers with whom they traded 
and registered them as ‘Associated Stores’; registered retailers were to 
receive goods only from the one distributor. The policy transformed 
retailers into a series of smaller Keiretsu operating under the aegis of 
distributors. Distributors secured their interests, and the stabilisation 
of market relationships enabled retailers to focus on customer service 
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and increased sales, as opposed to bargaining over the best wholesale 
price. According to reports from distributors, Matsushita paid twice- 
yearly ‘thanks dividends’ to each ‘Associated Store’, the sum being 
determined according to retail sales. Such stores quickly appeared 
across the country, and there were more than 10,000 by the end of 1941. 
Yet Japan was already geared for war, and Matsushita’s system of 
distribution keiretsu was almost completely dismantled under wartime 
conditions. It was not until after the conflict that actual results from 
the system were to be seen. 


IV 
MATSUSHITA’S DISTRIBUTION KEIRETSU, 1945—60 


For several years after 1945, wartime destruction and the various restric- 
tions enacted by the US administration hindered the rebuilding of 
manufacturing operations and the distribution keiretsu at Matsushita. 
The 1950s also saw the development of sales companies which were to 
become the new nuclei of distribution keiretsu in the post-war home 
appliance and electronics industry.? A number of new home appliance 
and electronics manufacturers were founded after the War, although 
most small makers went bankrupt during the deflation of 1949. The 
industry began to recover in the early 1950s and growth was led by those 
manufacturers who had survived the recent deflation. The procurements 
boom sparked by the Korean War in 1950 gave the whole Japanese 
economy a needed impetus. The refrigerator, the black and white 
television, and the washing machine — popularly known as ‘the three 
jewels’ — joined the radio as major products, and, as shown in Table 5, 
their production expanded quickly. Civilian radio broadcasts were 
permitted from 1951, and 1953 became known as ‘year one of the home 
appliance and electronics era’ in commemoration of the start of tele- 
vision broadcasting and in reference to the Japanese imperial dating 
system. In the midst of this boom, rivalry among home appliance and 
electronics makers intensified. Contributing to this competitive atmos- 
phere was the entry of several heavy electrical equipment makers into 
the home appliance and electronics market during the 1950s. They 
enlisted the co-operation of foreign manufacturers: Toshiba paired off 
with General Electric of America, Hitachi with RCA, and Mitsubishi 
Electric with Westinghouse, bringing in large-scale capital, technology, 
and marketing muscle. As a result, the weight of home appliances 
and electronics in the total production of electrical equipment doubled 
between 1955 and 1960, rising from 20 per cent to 40 per cent. 
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TABLE 5 
PRODUCTION FIGURES FOR THE JAPANESE HOME APPLIANCE AND ELECTRONICS 
INDUSTRIES, 1955-60 


Year Total Value of Black and White Refrigerators Washing 
Production Televisions Machines 
1955 402 137,000 31,000 461,000 
1956 725 312,000 81,000 754,000 
1957 1,184 613,000 231,000 854,000 
1958 1,699 1,205,000 415,000 988,000 
1959 2,765 2,872,000 549,000 1,189,000 
1960 3,726 3,578,000 908,000 1,529,000 


Note: Total value of production figures are in units of Y100 million. 


Source: Y. Okamoto (ed.), Waga kuni kaden sangyo ni okeru kigyo kodo (Corporate 
Behaviour in the Japanese Home Appliance and Electronics Industries) (1973). 


Matsushita itself established close links with Philips in 1952, and its 
Central Research Laboratory was founded in the following year with 
the mission of fostering basic, production-related, and design research 
activities. Table 6 shows changes in market shares of black and white 
televisions for the major manufacturers of the 1950s. While there were 
a total of 32 makers in 1956, this number fell to 19 by 1960 and to ten 
by 1962. In order to retain its competitive position, Matsushita had to 
rebuild and strengthen its distribution keiretsu. 

An internal marketing division was re-established in December 1945, 
and, in the following year, sales offices or branches were re-opened in 
seven major cities, including Tokyo, Osaka, Nagoya, and Hiroshima. A 
network of sub-branches was founded in 1949, and, as can be seen in 
Table 7, it expanded quickly. The country was divided into a number of 
regions, each of which was covered by a given branch or sub-branch. 
When the operating division system was re-established in March 1950, 
the internal marketing division was abolished and the various sales 
offices were assigned to the new divisions. Nevertheless, MEI continued 
to exert control over general marketing efforts. 

The distributor system re-emerged as early as 1946, but contracts were 
only offered to those ‘selected distributors with strong sales capabilities 
and a high degree of co-operativeness with our company’.'° The 
Nashonaru Kyoei Kai or National Co-operative Prosperity Association 
was formed in 1949, and, through it, Matsushita’s regional branches 
promoted contacts and exchange among distributors. The Association’s 
first national convention was held in 1950, when membership stood at 
240. By 1955, this number had risen to 580 (see Table 7), and, while many 
members originally handled the products of other manufacturers, they 
gradually switched to exclusive distributorship status. The National 
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TABLE 7 
MATSUSHITA'S SALES CHANNELS 

Distributors Sales Associated 
Branches Sub-branches (Wholesalers) Companies Stores 

(Retailers) 
Dec. 1949 6 4 240 6,000 
May. 1951 7 4 240 3 31,150 
July 1952 8 20 5 33,000 
Nov. 1953 8 27 250 30,000 
Nov. 1954 8 36 560 30,000 
Nov. 1955 13 39 580 30,000 
Nov. 1956 13 44 580 40,000 
Nov. 1957 13 42 550 40,000 
May. 1958 13 26 381 72 40,000 
Nov. 1958 13 18 367 88 40,000 
Nov. 1959 13 226 106 40,000 
Nov. 1960 15 210 106 40,000 


Source: 1.8. Son, ‘Kodo seichoki m okeru kaden ryutsu kozo no henka’ (Changes in the 
Distribution Structure of the Home Appliance and Electronics Industry during the Period 
of Rapid Economic Growth), Keizatgaku kenkyu (Economics Research), Vol.35 (1992). 


Monthly Finance Ltd was created in 1951, and, organised through the 
regional branches, it originally focused on the company’s main product, 
the radio. Each regional unit was jointly capitalised by Matsushita and its 
distributors, and, by the mid-1950s, there were some 30 of these finance 
companies. Other high-priced items were eventually made eligible for 
instalment financing. 

In addition to consolidating its wholesaler network, the company also 
began to ‘keiretsify’ its retailers. In 1949, the ‘Associated Store’ system 
was resuscitated, and, at first, it was organised along product lines, 
including radios, light bulbs, and batteries. In case of radios, a retailer 
was automatically registered as an ‘Associated Store’ when it returned 
ten or more ‘Profit Sharing Coupons’, one of which was attached to every 
radio. Registration entitled a retailer to the Associated Store Report and 
a variety of other information from Matsushita. Linked retailers received 
a semi-annual sales promotion payment, depending on the number of 
coupons submitted. The number of ‘Associated Stores’ grew from an 
initial figure of 6,000 to some 40,000 by the end of the 1950s. Alongside 
the re-establishment of ‘Associated Stores’, another organisation known 
as the National Association was founded. It sponsored sales technique 
study-groups and technical training presentations, as well as factory 
tours and other events in order to promote co-operation and under- 
standing among manufacturer, distributor, and retailer. ‘The ‘Associated 
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Store system’, it was said, ‘links Matsushita Electric with retailers all 
over the country, and the National Association is a distributor-centred 
organisation which seeks to promote exchange and close relations on a 
regional basis between retailers and distributors’. With the proliferation 
of new products, the Associated Store system could no longer be 
managed along individual product lines, and, in 1952, a new system that 
dealt with all retail products was instituted. Profit Sharing Coupons 
reflecting wholesale prices were attached to each item, and, when an 
agreed number of coupons had been collected, the shop was registered 
as a National Associated Store. A list of the top selling stores was circu- 
lated on a regular basis. The system encouraged each member retailer to 
handle a broad range of products and it allowed Matsushita to tabulate 
and analyse regional and product market data. It enabled Matsushita 
to consolidate its distribution keiretsu at the retail level, and it became 
‘our company’s main [retail] sales system’.'! 

In 1957, the former National Association was reorganised as a network 
of regional National Store Associations, and the new organisation put 
special emphasis on improvements in the management, sales ability, 
and technical capabilities of its retailers. Originally, there were 110 
associations consisting of 4,300 Associated Stores; by 1958, there were 
248 National Store Associations comprising 10,300 Associated Stores. 
A National Shop system was also started in 1957, and, selecting only 
those Associated Stores with proven capabilities and high exclusivity, it 
was designed to foster an even higher level of commitment. National 
Shops were to sell only Matsushita products and, in addition to the 
usual benefits, they received subsidies for shop layout, fittings, signs and 
advertising materials, as well as extra cash bonuses. Their number grew 
from 925 in the initial year to 2,715 by the end of 1958. Consequently, 
Matsushita was able to rank its many retail outlets and solidify its retail 
keiretsu of exclusive dealers. The basic pattern for Matsushita’s 
distribution keiretsu had been moulded before the war; the post-war 
period brought in the main reformation and refinement. Yet the sales 
companies were an entirely new development. From 1955, the Japanese 
economy entered a period of rapid growth, and Konosuke Matsushita 
responded in 1956 with his Five Year Plan. It called for sales to be 
increased from Y22 thousand million (billion hereafter) to Y80 billion, 
for capital to expand from Y3 billion to Y10 billion, and for the number 
of employees to rise from 11,000 to 18,000, all by 1960. In the event, these 
goals were surpassed. Sales, for example, were Y105.4 billion by 1960. 
But this achievement in the face of fierce competition had required 
major improvements in the sales organisation, and the establishment of 
the sales companies from 1957 were designed for this very purpose. 


THE FORMATION OF DISTRIBUTION KEIRETSU 67 


Even in 1936, a passage from Matsushita Denki no Keiei Seishin or 
The Spirit of Matsushita Electric Management reads: “The maker is the 
factory of the distributor, and the distributor is a branch of the maker’. 
On his famous country-wide tour of distributors, just after the war, 
Konosuke Matsushita is reported to have said that, ‘In order to aim 
for future prosperity, the distributors and Matsushita Electric must be 
even as one in body and spirit’. But he is also known to have remarked: 
‘It is clear that distributors managed in a personal and traditional style 
will not be able to keep up with the changing needs of the age’.!* When 
the arrival of the former heavy electrical equipment manufacturers 
in the mid-1950s intensified competition in the home appliance and elec- 
tronics industry, market stability was lost to cut-throat pricing regardless 
of costs. Matsushita thought about the long-term implications: 


In order to carry out wholesaler functions effectively, systematic 
improvement of capital availability, marketing capability, product 
knowledge, and technical service ability are urgently required, as 
are the strengthening of managerial ability and the modernisation 
of management control systems.'? 


The sales companies ensured an effective keiretsu network. Capital 
participation by Matsushita allowed it to become ‘one in body and spirit’ 
with the distributors. As can be seen in Table 7, some sales companies 
had been created in the early 1950s, but in 1957 the system was adopted 
throughout the country. In principle, there was to be one joint Matsushita- 
distributor sales company for each area. In most cases, management 
was the responsibility of the distributor, but, occasionally, managers were 
sent in from Matsushita. With the establishment of these sales companies, 
the numbers of branches and sub-branches could be correspondingly 
reduced. By funding its existing but separate main distributors, 
Matsushita achieved an even tighter grip on its distribution keiretsu. At 
the time, other makers were building up their own keiretsu organisations, 
but, as indicated in Table 8, because Matsushita started its network first, 
it gained first-mover advantages by incorporating the most valued distrib- 
utors. This enhancement to capability was a major key to Matsushita’s 
overall success during this period of rapid economic growth. 


V 
KEIRETSU DISTRIBUTION AND MARKETING 


The establishment and maintenance of distribution keiretsu can be 
widely observed in Japan, particularly in the consumer goods industries, 
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TABLE 8 
DISTRIBUTION KEIRETSU OF OTHER MANUFACTURERS 





Company Linked Retailers Established 
Toshiba Mazda Link Stores 1956 
Toshiba Stores 1958 
Hitachi Hitachi Chain Stores 1957 
Sharp Friend Shops 1958 
Sanyo Sanyo Superstores 1959 
Mitsubishi Diamond Stores 1960 


Source: Kaden Seihin Kyokai (Home Appliance and Electronics Products Association), 
‘Waga kuni kaden ryutsu kiko no hatten to hensen’ (“The Development and Transition of 
the Japanese Home Appliance and Electronics Industry’) (1984). 


but Matsushita was both a model for and a driving force in their 
formation. Distribution keiretsu were a response to intense competitive 
pressures, and, through them, stability was re-imposed on the market- 
place. Through their keiretsu networks, manufacturers could control 
prices, and they obtained a system for collecting valuable consumer 
information. In the ‘keiretsification’ of external wholesalers and 
retailers, manufacturers ranked distributors hierarchically and, through 
incentives, encouraged exclusivity. The organisation of various ‘associa- 
tions’ and the provision of information, training, and monetary 
assistance solidified the formation of close business relations. Finally, 
manufacturers sought to invest in their distributors, forming in some 
cases joint sales companies. The needs of manufacturers for market 
share and stable prices, then, coincided with the needs of weak 
wholesalers and retailers for protection from price wars. Despite intense 
competition in the post-war period, manufacturers avoided price 
competition by focusing on quality, technology, and promotion. But 
from the 1970s, the keiretsu system began to break down as ‘non-keiretsu’ 
large-scale stores expanded. Home appliance and electronics distri- 
bution channels, which had once consisted only of keiretsu stores, were 
challenged by large independent retailers. Manufacturer-controlled 
prices invited resistance from consumers. The distribution keiretsu 
contributed to ‘co-operation and prosperity’ among manufacturers, 
distributors, and retailers, but not necessarily to the well-being of the 
customer. 

In March 1992, the Fair Trade Commission carried out compulsory 
inspections of ten Matsushita, Sony, Hitachi, and Toshiba keiretsu sales 
companies suspected of infringing the Anti-Monopoly Law. After a 
year, the Commission concluded that these companies operated unfair 
trading practices by proposing ‘estimated market prices’ which large 
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retailers were ‘requested’ to adopt. Warnings to stop such practices 
were issued, but the fact that such a ‘request’ could be made by the large 
non-keiretsu retailers demonstrates both the tenacity and desperation of 
the distribution keiretsu networks. Before emerging as successful inter- 
national competitors, Japanese companies had to establish themselves 
as indigenous concerns. The development of organisational capability 
in marketing was, like the more well-known instances of improved 
supply-side and production organisation, an important component of 
overall competitive achievement. Although the distribution keiretsu 
have played an important role in one stage of Japan’s economic 
development, it appears that they will be forced to change, and that we 
will see a significant erosion of their influence. 
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The nature of the Japanese distributive system has become a source 
of international contention in recent years. Western nations have argued 
that its complexities act as barriers to free trade, and have called for 
its reform. This article examines the history of the distribution system 
in post-1945 Japan, focusing on the development of the mass market. 
After a brief introduction, the different types of distributive networks 
are discussed in part II. Part III presents two case studies on the devel- 
opment of the supermarket in Japan. In part IV, the introduction of 
American ideas on distribution will be reviewed. Finally, part V will 
analyse the effects of supermarkets on other distribution systems. 

It has been pointed out that the Japanese mass market differs signifi- 
cantly from its American counterpart in three ways. First, the distributive 
mechanism is complex and long, involving many middlemen between 
the producer and the consumer. Secondly, the trade relationship at each 
level of the distributive mechanism is complex and sustained by tight 
personal and credit connections. And, finally, small family businesses 
are widespread and their productivity is very low. 

These characteristics are in large part due to the history of whole- 
saling and retailing in the last three centuries. The Japanese distributive 
system was established in the mid-eighteenth century under the Toku- 
gawa Shogunate, and has remained relatively unchanged ever since.! 
After the Meiji Restoration in 1868, Japanese industrialisation unfolded 
rapidly, and the Westernisation of people’s daily lives began in the large 
cities. The distributive system which provided these modern commodi- 
ties to the urban population was established mainly by drapers of silk 
and cotton kimonos. Large department stores such as Mitsukoshi, 
Takashimaya, Matsuzakaya and even the relative newcomer Isetan 
have their roots as kimono retailers of the Edo Period.? They had devel- 
oped their own system of purchasing and trade relationships with 
suppliers and customers, and adapted them to handle new goods. The 
wholesalers of cottonwear, who, like their counterparts in silk, have a 
long history, also transformed themselves after the opening of Japan’s 
ports from handling only domestic goods to dealing in imported goods. 
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The Japanese distribution system adapted alongside rapid changes in 
other parts of the economy, notably manufacturing, because the city 
markets of the Edo era were relatively advanced compared with those 
of Europe. In Japan, the mass market and popular culture developed 
during the eighteenth and nineteenth centuries in the large cities of Edo, 
Kyo (present day Kyoto), and Osaka. The distributive system from 
western Japan to Edo for all consumer goods including foodstuffs and 
clothing was established in the early part of the Tokugawa Era, because 
Edo was a newly established metropolis 600 km away from Kyo and 
Osaka, the traditional cultural and commercial centres.? 

The distributive system of the Meiji period and up to the Second 
World War was built on this tradition, but it began to change after 1945. 
The Japanese economic system changed dramatically during the Allied 
Occupation, although the majority of the population were still too poor 
to be mass consumers. In the course of rapid economic growth in 
1955-64, American marketing theory was introduced to Japan, and 
arguments for distributive innovation emerged.’ At that time, the inflow 
of population into urban areas had begun and people’s lifestyles were 
changing with the spread of durable consumer goods such as electric 
refrigerators, vacuum cleaners, washing machines and televisions. 
For these new products and for rapidly expanding urban areas, new 
distributive systems were introduced. On the whole, the speed of change 
in the distributive system was far slower than the rate of industrial 
growth, leaving a traditional structure to survive intact (see Table 1). As 
a result of occupation policies, Japan had a large population with small 
landholdings. Japanese farmers and retailers could offer a plentiful 
supply of labour to factories without completely dismantling the small 
family farm or business. Table 1 shows that, during these years, small 
family businesses continued to increase in number, although only slowly, 
and the development of supermarkets did not necessarily lead to the 
decline of small retailers. Consumers needed high quality service rather 
than low prices. Housewives shopped daily for fresh food such as 
vegetables, fish, meat and milk at small neighbourhood retailers,’ and 
buying at the nearby retailer was not always expensive. The growth 
of department stores and supermarkets was supported by various 
wholesalers. In Japan, modernisation did not mean an abandoning of 
traditional lifestyles. Consumers required traditional goods as well as 
westernised ones, and department stores and supermarkets had to keep 
a wide assortment of articles. Wholesalers also offered various services 
to retailers, such as price-tag attachment, individual packaging and 
assortment packs because they could conduct these labour-intensive 
tasks more efficiently.° Small retailers in distant and rural areas needed 
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TABLE 1 
WHOLESALERS AND RETAILERS 
1956 1960 1966 1972 
Number of businesses: 
Wholesalers 179,856 225,993 287,208 259,163 
Retailers 1,201,273 1,288,292 1,375,394 1,495,510 
Department stores 177 292 546 855 
Family businesses 972,642 1,024,369 1,060,982 990,945 
Ratio of W ' 6.68 5.70 4.79 5.77 
Full-Time Shop Clerks: 
Wholesalers 1,293,905 1,928,326 3,041,564 3,007,647 
(per outlet) 22 8.5 10.6 11.6 
Retailers 3,005,173 3,489,293 4,193,421 5,141,377 
(per outlet) 2:9 23 3.0 3.4 
Sales per annum (Yen m): 
Wholesalers 10,728,811 18,468,273 52,082,304 106,780,082 
(per shop clerk) 8.29 9.58 17.12 35.50 
Retailers 3,010,679 4,315,387 10,683,623 28,292,696 
(per shop clerk) 1.0 1.24 2.55 5.50 
Ratio of R/W 3.56 4.28 4.87 3.77 


1) Ratio of R/W was calculated using the number of shops for the first block, and sales 
amount for the third block. 

2) Family business means private retailer with no full-time employee. 

3) Annual sales in 1956 were calculated by the author using estimated sales of family 
business as 17 times the monthly amount. 

4) Statistics on self-service shops including supermarkets began in 1964. The figures are 
included in ‘other retailers’. 


Source. MITI, Shogyo Tokei Hyo (Statistics on Commerce for the fiscal year 1956) (Tokyo, 
1959), pp.446-47, 450-51; and for the fiscal year 1960 (1963), Business version 1, pp.290 and 
312. Tsusan Tokei Kyokai, Sengo no Shegyo Toke: (Statistics in the Post War Period) 
(Tokyo, 1983), I, pp.364, 440 and 458-59. 


a delivery service, and so the number of wholesalers increased even 
more rapidly than that of retailers (Table 1). Even today, foreign 
businessmen say that Japanese consumers are the most difficult to 
please in the world because earning differentials are small and the mass 
consumer requires high quality and service. People shop almost every 
day, even though refrigerators are widely owned, because they place 
emphasis on freshness.’ They also require individual packaging for 
clothing and sundries because they dislike even the smallest stains. 
A complex and small-size distributive system is suited to such a ‘mass 
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market’, and an American-style system could not cover all of Japan. 
Nonetheless, supermarkets and discounters developed in the 1960s. 
They succeeded in making the Japanese market homogeneous in 
appearance and receptive to a great volume of standardised goods. In 
the 1970s, supermarkets had satisfied consumer wishes quantitatively, 
but had to respond qualitative demands. Japanese electric appliance 
manufacturers and automobile manufacturers made great efforts to 
cope with this somewhat unique mass market by developing product 
differentiation within a mass production system, implementing strict 
quality control and providing an after-sales service; the basic consumer 
goods makers were pressed even further. 


I 
POST-WAR INNOVATIONS 


Rapid economic growth in Japan returned in 1955. It was assisted by the 
expansion of a domestic market for durable consumer goods, such as 
electric refrigerators, washing machines, and televisions. These goods 
were called ‘the Three Sacred Treasures’. Though these household 
electrical appliances and automobiles were expensive, they became 
popular and widespread in a short time (See Table 2). The existing 
distributive network — both wholesale and retail — was too small to deal 
adequately with these goods. Handling these goods was beyond the 
capacity of these dealers because they were specialised in their own 


TABLE 2 
PERCENTAGE OF HOUSEHOLDS OWNING CONSUMER DURABLES, 1967 


Annual Income (Yen) 1 2 3 4 5 6 7 

Under 300,000 44.6 82.1 0.7 33.8 44.4 164 1.1 
300 - 599,000 74.9 97.2 4.5 65.3 75.0 33.7 1.2 
600 - 899,000 86.4 98.3 10.0 80.6 88.8 54.1 2.5 
900 - 1,199,999 87.4 95.0 18.5 87.3 94.0 67.8 3.8 
1,200,000 - 1,499,999 92.8 98.5 22.9 93.2 94.1 75.3 5.9 
1,500,000 - 1,799,999 94.0 98.4 28.4 93.6 946 79.4 7.9 
More than 1,799,999 95.7 96.8 40.9 95.1 97.5 88.4 23.6 


Notes: 1 = sewing machines; 2 = televisions, 3 = cars; 4 = refrigerators; 5 = washing 
machines; 6 = vacuum cleaners, 7 = air conditioners. 


Source: Keizai Kikakucho, Shohi to Chochiku no Doko (The Trend of Consumption and 
Savings), (Tokyo, 1968), pp.114-15. 
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narrow range of goods, and had insufficient operating funds and limited 
floor space. On the other hand, manufacturers were big — both in terms 
of manpower and capital — and they had everything they needed to dis- 
tribute their products by themselves. During the growth period, labour 
migrated from rural areas and new towns developed on the outskirts of 
large industrial cities. Supermarkets and discounters began to grow in 
these newly emerging suburbs to challenge the big manufacturers. As a 
whole, new distributors were still weak and large-scale producers main- 
tained a tight price control over them. 

Early innovation in the distribution system can be categorised into 
three types: direct distribution by manufacturers; the franchise system; 
and the direct sales network. All three are commonly called the distribu- 
tion keiretsu, or hierarchy, with the manufacturer at the top, exercising a 
substantial degree of control. These types will be described in detail. 


Keiretsu distribution by manufacturers 


Keiretsu distribution by manufacturers is the most popular of the three 
categories. In this system, a manufacturer establishes its own distributive 
network, organising existing wholesalers and retailers. Manufacturers 
and organised wholesalers jointly establish a wholesale company and 
the latter appoints retailers as sole agents. Agents sell at an agreed 
price, obtaining rebates and sales promotion assistance from the 
manufacturers. Keiretsu distribution of this first type has a long history 
and is popular among cosmetics retailers and drugstores. These good 
are sold in a mass market which grew in a relatively short time. The case 
of the largest Japanese cosmetic manufacturer, Shiseido, is illustrative. 
The company began to organise retailers as agents in 1924, In 1927, it 
established the Shiseido Tokyo Hanbai (Sales) Co. as a wholesaler. 
By 1970, there were 72 subsidiary wholesalers all over Japan. Shiseido 
agent stores operated a customer association named Hanatsubaki-kai 
(the Camellia Club) after the company logo.’ Shiseido used various 
promotional goods and carried out advertising campaigns, utilising its 
nationwide sales network. It grew to become the most famous national 
brand, with uniform shop design and packaging, and today enjoys a 30 
per cent market share.’ In the 1950s, household electrical appliances 
were also sold in this way. Matsushita Electric Industrial Co., famous 
for its ‘National’ and ‘Panasonic’ brand of electrical goods, such as 
batteries and light-bulbs as well as appliances, re-established its sales 
network just after the Second World War. It had founded nine branches 
and 19 sub-branches all over Japan by 1952, and under them it organised 
620 sole agents and 33,000 ‘national’ agents. Matsushita paid rebates, 
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and, in exchange, agents maintained the agreed prices, which were a 
trifle lower than those of Matsushita’s competitors. At that time. 
Matsushita sold radios, electric light bulbs and batteries. Though the 
company was a latecomer to the sale of electric washing machines, 
transistor radios and other electrical appliances, it advantageously 
utilised its sales network in addition to active advertising campaigns and 
consumer-oriented marketing policies. In the late 1950s, the company 
adopted a full-line merchandise policy, seeking to maintain its nation- 
wide sole agency network.!° The distribution system became so firmly 
established that other Japanese electrical appliance manufacturers such 
as Hitachi, Toshiba and Mitsubishi, which had their origins in heavy 
electric machinery, experienced great difficulties in founding their own 
sales networks.!! 


The Franchise System 


The second type of distribution innovation was the franchise system, 
where control by the manufacturer was stricter than in the first type. A 
typical case is that of Coca-Cola, which has developed a tight distributive 
network all over the world. Coca-Cola Japan established a franchise 
system consisting of 16 bottlers. The company selected them from 
large Japanese corporations, not existing wholesalers of beverages. For 
example, Koami Shoten (now the Tokyo Coca-Cola Bottling Co.), 
which was contracted as the first franchise bottler in Japan in 1952, 
was the biggest soy sauce distributor in the country. Kinki Coca-Cola was 
established jointly by Kirin Beer and Shin Mitsubishi Heavy Industries 
(now ,Mitsubishi Heavy Industries) in 1960. Contractors received an 
undiluted solution from Coca-Cola Japan, bottled it and sold it within 
their sales territories, delivering directly to retailers.'* Automobiles also 
relied on the franchise system. Before the Second World War, Ford 
Japan and GM Japan established dealer networks ail over Japan, while 
Toyota was a newcomer to the market. The Toyota Automatic Loom 
Works (the forerunner of Toyota Motor Co.) recruited Shotaro 
Kamiya from GM Japan, and established its own dealer system in 1935. 
Kamiya had strong objections to the GM dealer system, and wanted to 
establish an equal partnership between the manufacturer and the 
dealers. The price of Toyota trucks and cars was set six per cent lower 
than those of Ford or Chevrolet, even though the price was below the 
cost of manufacturing. The Law Concerning the Manufacture of Motor 
Vehicles, which limited the output and virtually prohibited the import 
of vehicles, was promulgated in 1936, and Toyota Motor and Nissan 
Motor easily acquired existing dealers of imported cars. 
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After the war, automobile companies had to reconstruct their 
factories and could not afford to finance customer instalment plans, 
despite their being essential to the sale of expensive commodities 
such as cars. Toyota and Nissan each established an automobile sales 
company to raise funds for instalment plans, and also undertook active 
marketing. When distribution under wartime control was dismantled 
in 1946, Toyota reorganised many of its dealers under its own network 
and employed the ‘GM Standard on Dealer Administration’. Some 
aspects of the franchise system were adapted to Japanese practice. 
Territories were large while the number of shops was small in Japan, 
and manufacturers or sales companies were deeply involved in dealers’ 
finances. As the variety of cars sold increased in the 1960s, Japanese 
automobile manufacturers introduced the American-type franchise 
system with small dealers, cash on delivery and open territory. This new 
system, however, did not fit well with the Japanese market, because 
dealers and consumers were short of cash and strong financial support 
was necessary. As a result, the relationship between manufacturers 
and dealers is a close one in Japan even under the franchise system; so 
it can be considered a form of the keiretsu system. 

The Japanese-style dealer system also works as a post-sale service 
network, and the larger franchises have their own service stations. In 
the case of Honda Motors, which was a latecomer in the car market, 
dealers were too small and the company had to close the gap by estab- 
lishing its own direct sales outlets and service network. The quality 
of the service network is a very important consideration for Japanese 
consumers when choosing a car. 


The Direct Sales Network 


Some manufacturers established direct sales networks. In the case of 
sewing machines, distribution systems were created before the Second 
World War through the introduction of a sole agency system similar 
to ones for other household appliances. After the war, more than 50 
manufacturers were competing against each other, and, in order to 
survive, manufacturers began to introduce the direct sales system. 
Brother Sewing Machine, the biggest domestic machine manufacturer, 
decided to invest in its own sales network in 1949, a little later than its 
competitors, such as Singer Sewing Machine. The Tokyo Brother 
Sewing Machine Sales Co., which initially fell behind its competitors in 
market share, changed its marketing policy, vigorously establishing 
sales outlets in 1966, and acquiring the largest share of the market in 
the Tokyo district within three years. The company changed its policy 
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because the agent system could not respond quickly and appropriately 
to consumers’ needs.'* Besides sewing machine manufacturers, a well- 
known bed manufacturer, France Bed, also adopted a direct sales policy. 
In this case, beds were ill-suited to the Japanese lifestyle and the 
company had to advertise vigorously. But, in general, the direct sales 
system is not popular in Japan because it requires a big outlay of capital 
if a nationwide network is to be created. 


HI 
THE IMPACT OF SUPERMARKETS 


In 1957, the ‘House-wives’ Store, Daiei, opened, proclaiming the dawn 
of the supermarket in Japan (see Table 3). Daiei was ranked tenth in 
sales among Japanese retailers in 1963, fifth in 1968 and first in 1972. 
The 1960s was a decade of growth for Daiei and for many other super- 
markets. From the figures in Table 4, one can see that they became 
equivalent in size to department stores. The 1960s also brought a 
shortage of young labour and rising labour costs. The supermarkets 
dealt with this problem through mass sales and low prices, purchasing in 
large quantities and rationalising the distribution and sales system. The 
Japanese supermarket was unique in selling groceries, clothing and 
household commodities including home appliances. While the United 
States experienced two distributive revolutions — one in the 1930s and 
another in the 1950s'> — Japan underwent the transformation in the 


TABLE 3 
SELF-SERVICE SHOPS, 1964-72 


Number Space Clerks Sales 
% 1000 sqm No % Yen m % 
1964 3,620 0.3 1342 89,429 2.4 39,2373 4.7 
1966 4,790 0.4 1557 105,083 2.5 581,145 5.4 
1968 7,062 0.5 2780 142,896 3.1 1,028,570 6.2 
1970 9,403 0.6 4188 173,072 3.5 1,612,459 7.4 
1972 10,634 0.7 5587 207,119 4.0 2,447,583 8.7 


Notes: 1) Percentage shares indicate the ratio with the total of all retailers. 
2) Self-service shops include retailing corporations with more than 100 sq.m. of 
shop space and where more than 50 per cent of the space is used for self-service 
retailing. 


Source: Sengo no Shogyo Toket, pp 458-60. 
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TABLE 4 
SALES RANKING OF RETAILERS (1972) 





Name Type Head Sales Outlets Yen bn 
Office Ybn per 
Outlet 
Daiei supermarkets Osaka 305.2 90 3.39 
Mitsukoshi depart. stores Tokyo 292.4 12 24.37 
Daimaru depart. stores Osaka 213.1 6 35.52 
Takashima-ya depart. stores Tokyo 199.4 4 49.85 
Seiyu Stores supermarkets Tokyo 166.8 96 1.81 
Seibu Depart. Stores depart. stores Tokyo 155.0 10 15.50 
JUSCO supermarkets Osaka 155.0 131 1.16 
Matsuzaka-ya depart. stores Nagoya 149.3 6 24.88 
Nichii supermarkets Osaka 144.2 156 0.92 
Uni supermarkets Nagoya 126.4 108 1.17 
Marui monthly 
installment Tokyo 95.2 30 3.17 
Datichikaden chain store 
(household Tokyo 18.1 70 0.25 
electricals) 
Kiosk various Tokyo 161.4 ? ? 


Source: Nikkei Ryutsu Shimbun, Ranking Ryutsu Kakumei (Ranking of Retailers) (Tokyo, 
1987), and Tokyo Keizai Shinpo, Kaisha Shikiho (Quarterly Report of Corporations) 
(Tokyo, 1970) 


1960s alone, Usually, Japanese supermarkets call themselves ryohan-ten 
(mass retailers) due to this unique characteristic of being supermarkets 
and discounters at the same time. The process of growth occurred 
through trial and error and competition against the established distri- 
bution system. To demonstrate this, we will examine the cases of two 
nationwide supermarkets; one is Daiei, the largest and originally based 
in the Kansai area (an area in western Japan centred around Osaka), 
and the other is Seiyu, the second largest until the 1980s and now the 
third largest, and originally based in the Kanto area centred around 
Tokyo. 

Daiei started as a pharmacy in Osaka in 1957. Though small, it sold 
every item at a dramatically lower price than rivals, usually at a discount 
rate of over 30 per cent. In the post-Korean War recession, the company 
took advantage of the large inventories held by pharmaceutical manu- 
facturers. The great success of Daiei was soon followed by a nearby 
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competitor, Higuchi Pharmacy, now one of Japan’s largest drug chain 
stores. Isao Nakauchi, the founder of Daiei, was inventive enough to 
move ‘from drugs into candies and other foods and from cosmetics 
and toiletries into hardware’. He also continued to build his pharma- 
ceutical chain store, opening a second outlet the next year.'® It was 
the dawn of Japanese supermarkets. Daiei purchased drugs from 
wholesalers and sold them at prices 30 to 40 per cent lower than the 
manufacturers’ official prices.” The existing pharmacies protested to 
the wholesalers and manufacturers, saying that the Daiei price was even 
lower than their purchase price. Every time Daiei constructed a new 
store, the local pharmacy association opposed it. The pharmaceutical 
manufacturers took measures to cut supplies, but their attempts to 
impose restrictive practices were not successful. Difficulties between 
pharmacy associations and Daiei finally led to restrictive government 
action, despite the company having the support of consumers. In 1963, 
when Daiei had eight stores, the Drugs, Cosmetics and Medical 
Instruments Act was revised, and the opening of new pharmacies 
within a given distance from existing ones was prohibited. Daiei strug- 
gled against pharmacy associations, manufacturers and legislation, but 
in the end succeeded in its objectives. In 1975, the Act was revised by 
the Superior Court.!® 

Daiei concentrated on buying first-class products in the 1960s. In the 
case of Ajinomoto, a maker of synthetic seasoning and processed food- 
stuffs, Daiei had a special buying route, about which wholesalers and 
retailers complained. The company used the Jinmi Corporation, one of 
Ajinomoto’s major wholesalers. Its president, Saburosuke Suzuki, 
suggested to the chairman of Ajinomoto that he should go and see a 
Daiei store where his lines sold well. As a result, he instructed the 
manager of his Osaka branch to sell directly to Daiei. Daimaru, 
the biggest department store in Osaka, protested in 1962, saying that it 
would not deal with the Ajinomoto Co. if it sold Ajinomoto gift sets of 
foodstuffs to Daiei at a discount. It was compelled to withdraw because 
the Ajinomoto gift set was a very popular item during the gift season. 
The Ajinomoto case was an exception. In other cases, Daiei had to fight 
vigorously against the manufacturers’ market control. It stocked up on 
merchandise before beginning a fight, and continued discounting until 
the manufacturer proposed a compromise. Using these methods 
Daiei succeeded in obtaining many concessions, including Morinaga 
baby formula, Nisshin Shokuhin instant noodles, Yukijirushi butter, 
Nestle instant coffee, and Unilever margarine.'? Daiei completed the 
organisational structure of its chain store operation in 1962. Isao 
Nakauchi attended the meeting of the Association of Supermarkets in 
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the United States and learnt American marketing and merchandising 
methods. In 1963, the head office of the company was remodelled 
to house the merchandising department, which was established in the 
previous year as an independent organisation from the sales depart- 
ment. It also acted as a distribution centre, a computer centre and a 
meat processing and packing centre. The first store-brand sports shirt 
was developed in the same year in association with Toyobo, the largest 
cotton mill and clothing manufacturer in Japan. In 1963, the company 
moved to become a national chain store, establishing Fukuoka Daiei in 
the Kyushu area, merging with a small supermarket in Tokyo in 1964, 
funding Shikoku Daiei, and creating a store in Okayama. Outlets 
numbered 20 in 1964.7? 

Seibu Stores was established slightly earlier than Daiei. Its three 
stores were incorporated in 1956 following the reorganisation of 
Seibu Department Stores. It had neither a chain store policy nor 
a location strategy and administered a number of small, poorly 
performing stores. The company put into practice new manage- 
ment techniques in its Takatanobaba store in Tokyo in 1962. The 
outlet introduced a self-service system, equipping checkout counters 
with cash registers. It followed the lead of Daiei, which had intro- 
duced a central checkout system in 1959. They called it ‘SSDDS’, 
which meant self-service discount department store. Seibu learnt of 
this system in the United States, when the National Cash Resister 
Co. held a Seminar on Modern Merchandising Methods, inviting 
retailers all over the world in order to demonstrate the American 
distributive system and marketing and management methods. 
Seibu Department Store staff attended the seminar, and the reorganisa- 
tion of the Takatanobaba store followed. They tried to devise a 
packaging method for every item, from eggs and soy bean paste 
to underwear and socks. It took until 1965 for the store to take on 
the appearance of a supermarket, with every item packed and dis- 
played on the shelf. Rationalisation proceeded concurrently, and 
the number of shop clerks at the Takatanobaba store decreased from 
175 in 1962 to 78 in 1963 and to 55 in 1964. After this success, Seibu 
proceeded to introduce the same methods in other stores. At the 
Hibarigaoka store, which is located in a large housing complex, the 
trial lasted only several months, as sales decreased and customers 
went to competitors. Takatanobaba is located near Shinjuku and there 
were no other supermarkets nearby. It was clear that Japanese con- 
sumers preferred personal sales, because the self-service system was 
still imperfect. Seibu sent clerks to Daiei and Itoyokado to observe 
their operations. While Seibu learned about US administrative 
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methods such as central purchasing and control systems, it failed to 
adapt them to its actual operations. 

Seibu Stores changed its name to Seiyu Stores in 1963. The company 
established seven outlets in 1964 and three to four stores in each of 
the following years, seeking the scale economies of a chain operation. 
Seiyu reviewed its merchandising policy, which was largely based on the 
product selection of a department store, and implemented a new 
approach in 1968. The company began to standardise its merchandise; 
it developed a new price strategy; it began to encourage central pur- 
chasing and planning; a distribution system, combining direct delivery 
by wholesalers and central delivery control, was refined; and new 
merchandise, including own-brand labels, was introduced, Seiyu’s 
development occurred without the disputes faced by Daiei. Its weakness 
was its origin as a department store. The company could easily buy 
big manufacturers’ goods but its retail prices were expensive compared 
to other supermarkets, especially Daiei, which pursued low prices at 
every opportunity. On the other hand, Seiyu had an advantage in 
household appliances such as televisions, washing machines and 
refrigerators. In the early 1960s, electric appliance manufacturers 
which followed Matsushita and Sharp into the household market had 
unsatisfactory sales networks. Setyu sold their products aggressively and 
succeeded in increasing the variety of merchandise and the discount rate 
at the same time.?! 


IV 
THE LESSONS OF AMERICAN RETAILING 


American merchandising theory has greatly influenced the development 
of supermarkets in Japan. Shuji Hayashi, a business economist, studied 
the American mass market and published a book entitled Ryutsu 
Kakumei in 1962.” He predicted the development of supermarkets 
and the decline of small retailers, as well as a fall in the number of 
wholesalers, and he advocated the construction of a modern mass 
distributive system which linked mass production and mass consump- 
tion. The book popularised the idea of a distributive revolution and 
interested both distributors and the general public. Hajime Sato, who 
worked for National Cash Register (NCR), was eager to introduce an 
American distributive revolution.” He criticised Hayashi and, referring 
to empirical studies, argued that Hayashi’s argument was too simple and 
neglectful of the interests of the consumer. Hayashi did not understand 
the real American distributive system in which retailers were large 
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enough to bargain against big manufacturers and establish quality 
testing facilities. Sato warned that Hayashi’s ideas might lend support to 
control by large producers rather than price competition by retailers. 
Sato also invited Japanese participants to attend the Modern Merchan- 
dising Method (MMM) Seminar held at the head office of NCR in Ohio. 
Seiyu Stores and the Takashimaya Shopping Centre were a direct result 
of his activities.” 

Isao Nakauchi flew to Chicago in 1962 to attend the 25th International 
Supermarkets Conference as the representative of Japan. He was 
deeply influenced by the message of J.F. Kennedy, who declared the 
consumers’ doctrine and the slogan of the Conference to be ‘Mobility, 
Courage, New Ideas, Integration’. He was convinced of the future role 
of supermarkets and sought to introduce change. The 35 Year History 
of Daiei locates this event as the real start of Daiei as a supermarket; 
and, after his return, Daiei began to construct a distribution centre 
and established a merchandising department. Shun’ichi Atsumi, a 
participant in the MMM Seminar, founded the Retailing Centre upon 
his return and assumed the task of teaching American chain store 
operation theory to retailers. Ito-Yokado, Seiyu, Benimaru and many 
other supermarkets attended the sessions held at the Centre and put 
the theory into practice. Atsumi’s approach was a simple interpretation 
of American theory, consisting of central purchasing and the standardi- 
sation of shops and merchandise. It was based on ‘shop-worker’ theory, 
in which merchandisers are the brain and shops engage only in 
day-to-day work. The system, however, was later revised when 
Seiyuwhen store managers rose in revolt against merchandisers. But 
Atsumi’s chain operations and techniques generally succeeded. In 1964, 
many of the supermarkets which grew rapidly without the American 
approach went bankrupt. The 175 which folded were followed by 191 in 
the next year, when the total number of supermarkets in operation was 
about 700. On the other hand, the number of large corporations to be 
found among supermarkets grew steadily. A survey by Nihon Keizai 
Shinbun (Japan Economic News) in 1967 revealed that 40 per cent of 
the retailers with more than four billion yen in annual sales were super- 
markets. The supermarkets, however, held a share of the market far 
smaller than ten per cent of all retail business in the 1960s. They could 
trade in the mass market with simple techniques of chain operation, 
which they had developed without facing the complexities of other 
parts of the Japanese market whose needs could be fulfilled by small 
retailers. 
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V 
THE LESSONS FOR JAPANESE RETAILING 


In the late 1950s and 1960s, supermarkets expanded rapidly. The retail 
sale price maintenance policy of big manufacturers, implemented 
through the keiretsu sales network, was established in the beginning of 
this period. It is doubtful, however, whether these sales networks offered 
merchandise at acceptable prices, and, in the mid-1960s, discount stores 
developed to fill a market niche. For example, Akihabara, the area of 
electrical appliance and camera discounters in Tokyo, evolved in these 
years. Some supermarkets originated from discount stores, because in 
order to grow they had to extend their fight against the established 
distribution system. One effective method of strengthening their sales 
power was to sell foodstuffs which attracted the daily grocery shoppers to 
their stores. Unlike the US, there was no grocery chain 
store in Japan at that time, and the food floors of department stores were 
popular. The newly developing supermarkets became a closer and more 
convenient alternative to the department stores, which were usually 
located at commuter train terminal stations. Daiei is a typical example. 
Ito-Yokado, Futagi and Shiro, forerunners of JUSCO and Nichii have 
the same origin. Because of its department store background, Seiyu 
outlets looked like small department stores and, in food, clothing and 
household articles, it struggled to maintain low prices. Other super- 
markets with a department store origin, such as Tobu Stores, also 
designed its shops like miniatures of the parent company and were 
equally uncompetitive in price. 

Nakauchi, the founder of Daiei, defined himself as ‘a destroyer of 
price’ and said in his memoirs that “The history of Daiei is a history 
of fighting. We challenged ourselves and trained ourselves through fights 
against manufacturers and distributors’.*”? The company battled not only 
against the pharmacy associations but also against meat packers and 
vegetable dealers. Only after it had grown to a certain size did it take on 
the big manufacturers. In 1965, Daiei’s sales exceeded 30 billion yen, and 
large-scale producers could no longer ignore it. Moreover, by this time, 
the Japanese economy was in a severe depression after ten years of high 
growth, and the big manufacturers were eager to maintain resale prices. 
Kao Corporation, the largest maker of soap, detergent and toiletries, 
stopped supplying goods to Daiei in response to its discounting. Daiei 
took Kao to court on its resale price maintenance policy. It is well known 
that Daiei challenged Matsushita on its price controls and won. Again in 
1965, Matsushita took strong measures to maintain its policy and 
strengthen its Xeiretsu network. In order to stop the supply of ‘National’ 
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brand products to Daiei, Matsushita tried to track down Daiei’s purchas- 
ing route by tracing its products coded with hidden numbers and by 
watching the numbers of trucks delivering goods to Daiei’s distribution 
centre. It also bought up all of its products at Daiei stores. The retailer 
responded by offering evidence of Matsushita’s resale price policy to the 
Fair Trade Commission. In 1967, the Commission inspected Matsushita 
and recommended reform. Though the judgment took a long time, 
the incident had a positive effect on the Japanese consumers’ move- 
ment, then in its infancy. Matsushita and other electric appliances 
manufacturers were forced to change their attitudes and Daiei was able 
to purchase household electric appliances with ease.” Nevertheless, 
consumers did criticise supermarkets for failing to offer low prices 
at all times. Small retailers could compete with supermarkets by taking 
advantage of low labour costs and using unpaid family members. Most 
supermarkets did not rationalise their production and distribution 
systems. Kiyonari Tadao, a business economist, stated, ‘in the mid- 
1960s supermarkets were established as big firms and began to enlarge 
their business rapidly, making it difficult to buy at a low price and take 
competitive advantage of small manufacturers and monopolistic 
interests’.”” 

Japan’s gross national product per capita exceeded US $1,000 in 
current prices in 1966, while it had been about $300 in 1950. The lifestyle 
of the Japanese people had changed greatly in the decade of rapid 
economic growth since 1955, and westernised consumer goods became 
popular, keeping pace with the increase in income and the building of 
city apartments. In the 1960s, central areas of large cities such as Tokyo 
and Osaka expanded, and many residential complexes and suburban 
housing projects were constructed. The rapid growth of the supermarket 
was accelerated by its ability to supplement existing distributive 
networks, not replace them. The number of supermarkets increased 
most rapidly in these new residential areas. Ito-Yokado, which started 
its chain operations in the Kanto district in 1960, pursued a strategy of 
constructing larger stores in suburban areas easily accessible by car, in 
anticipation of motorisation. Seiyu established shops in front of sub- 
urban train stations along commuter railways such as the Seibu 
Railways, the Chuo Line and the Sobu Line of Japan Railways and 
Tokyu Railways. The growth of supermarkets did not trespass on the 
business of existing small retailers; both large retailers and small family 
retailers grew hand in hand, though the speed of growth for large 
retailers was much faster than that of their smaller counterparts. Super- 
markets tried to establish their superiority over small retailers, although 
the purchasing of goods in large volume and mass marketing did not 
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TABLE 5 
THE SCALE OF RETAILERS 


Space Employees Sales per No. of 
per Shop per Shop Shop Shops 
sq.m. 1000 Yen 
All Retailers 
1964 29.9 2.92 6,390 1,304,536 
1968 34.2 3.07 9,980 1,432,436 
1972 43.2 3.21 16,210 1,494,643 
Self-Service Shops 
1964 371 24.70 108,390 3,624 
1968 394 20.23 145,650 7,062 
1972 525 19.48 230,170 10,634 
Department Stores 
1964 10,361 602 4,346,440 - 
1968 11,049 568 5,753,840 236 
1972 12,897 553 9,179,800 282 
Family Stores: 
1964 20.2 1.81 2,380 1,035,433 
1968 21.9 1.86 3,540 1,075,270 
1972 23.0 1.89 4,350 990,047 
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Source: Wagakuni no Shogyo, 1973, pp.34-35. 


necessarily result in this desired goal. With the exception of Daiei, they 
had no distribution centres until the late 1960s, and they depended on 
wholesalers for most of the distributive functions. The low price was 
primarily a result of low profits?! and the low wages of store clerks and 
wholesale workers.** Above all, the scale of supermarkets was still too 
small in comparison to department stores (see Table 5) for them to have 
any bargaining power against big manufacturers and wholesalers. In the 
early 1970s, they were still acquiring the necessary size. On the other 
hand, small family retailers grew in number at the rate of two to three 
` per cent a year, although this figure was far smaller than the rate of 
Japanese economic growth. It is clear that, at that time, many people 
chose the convenience and good service of these small shops, and super- 
markets could not hold a dominant position. But, in the mid-1970s, they 
finally began to mature into a new force in the distribution system.” 
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NOTES 


. Publications generally argue that the major cause of these differences is that there was 


no mass market before the Second World War in Japan and that the mass market 
began to develop in the first period of high economic growth after 1955, when new 
distributive systems were introduced into Japan. See Yotaro Yoshino, Nihon no 
Marketing: Tekio to Kakushin (Japanese Marketing: Adaptation and Innovation) 
(Tokyo, 1976), pp.47-100; T. Kiyonari, Nihon Ryutsu Sanngyo no Kakushin (The 
Innovation of Japan’s Distributors) (Tokyo, 1975), pp.45—S0. 

Refer to company histories of each department store; additionally, see The Inter- 
national Directory of Company Histories, Vol.5 (London, 1993). On Echigoya, the 
forerunner of Mitsukoshi, see J. Roberts, Mitsui: Three Centuries of Japanese Business 
(New York, 1973). pp.13-22. 


. A, Hayam, Nihon Keizai-shi I: Keizai Shakai no Seiritsu Japanese Economic History 


I: The Establishment of Economic Society) (Tokyo, 1988), pp.218-58. 


. The most popular reformer was Shuji Hayashi. Refer to his Ryutsu Kakurnet 


(Distributive Revolution) (Tokyo, 1962). He was criticised in 1971 by Hajime Sato, 
Ryutsu Sangyo Kakumei (Revolution by the Distributing Industries) (Tokyo, 1971), 
pp.7-12. ; 


. At that time, in the traditional residential districts in Tokyo, vegetable and fish 


retailers went door-to-door for orders every day, and milk and tofu (soy-bean cake) 
were delivered every morning. Such convenient service had been traditional since the 
Edo period, and it was regarded as indispensable to city life. 


. In general, the wage level was higher in large corporations in the 1950s and 1960s. See 


Takafusa Nakamura and Konosuke Odaka, Nihon Keizai-shi 6: Niju Kozo (Japanese 
Economic History 6, Dual Structure) (Tokyo, 1989). 


. For a housewife to go shopping every day, the density and number of retailers had to 


be high. The number of hardware stores, kitchenware and liquor shops increased until 
1960, rice shops until 1954, and dairy shops, butchers, fish mongers and fiower shops 
were still increasing in number in the 1980s. See Tsusan Tokei Kyokai, Sengo no 
Shogyo Toke: Hyo (Commercial Statistics In the Post War Years), Vol.1 (Tokyo, 
1983). 


. See Shiseido Hyakunen-shi (Centenary History of Shiseido) (Tokyo, 1972); Shiseido 


Hanbai Kaisha 50nen-shi (Fifty Years History of Shiseido Sales Co.) (Tokyo, 1978); 
Shiseido Senden Shi (The History of Shiseido Advertisements) Vols.1-3 (Tokyo, 1979). 
One can easily find similar cases in cosmetic, food, and drug companies. Examples 
include the Kao Corporation, a chemical company which started as a soap manufac- 
turer. See Kao-shi Hyakunen (The Centennial History of Kao Corporation) (Tokyo, 
1993); Ajinomoto Co., a food processing company and the world’s first and largest 
producer of monosodium glutamate. See Ajinomoto Shashi (The Company History of 
Ajinomoto), Vols.1-2 (Tokyo, 1971 and 1972); and Takeda Pharmaceutical Industries, 
Japan’s largest pharmaceutical company. See Takeda 200 Nenshi (A Bicentenal 
History of Takeda) (Osaka, 1983). 

See Matsushita Denki 50nen no Ryakushi (50 Years History of Matsushita), (Osaka, 
1968); K. Noda Matsushita Konosuke: Sono Hito to Jigyo (Konosuke Matsushita: 
Personality and Business) (Tokyo, 1967); Y. Okamoto Hitachi to Matsushita (Hitachi 
and Matsushita) (Tokyo, 1979). 

See Hitachi Setsakujo Shi, Vols.1-3, (Tokyo, 1949, 1960, 1971); Mitsubishi Electric, 
Kengyo Kaiko (Retrospective on the Foundation) (Tokyo, 1951); Toshiba 100 Nenshi 
(Centenary History of Toshiba) (Tokyo, 1977); T. Okamoto, Waga Kuni Kaden 
Sangyo ni okeru Kigyo Kodo (Business Behaviour in the Japanese Household Electric 
Appliances Industry) (Tokyo, 1973). 

See Coca-Cola (Japan) Corporation, Aisarete 30 Nen (Loved for 30 Years) (Tokyo, 
1987); Tokyo Coca-Cola Bottling, Sawayaka 25 Nen (Fresh for 25 Years) (Tokyo, 
1982); Kinki Coca-Cola, 30 Nen no Ayumi (30 Years’ History) (Tokyo, 1991}. 

See Sozo Kagirinaku’ Toyota Jidosha 50 Nennsht (50 Years’ History of Toyota Motor 
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27. 


29. 


31. 


Co ) (Tokyo, 1987); Motarizeshon to tomoni (History of Toyota Motor Sales Co.) 
(Tokyo, 1970); Tokyo Toyota Jidosha 40 Nenshi (40 Years’ History of Tokyo Toyota 
Motor Sales) (Tokyo, 1986); Tokyo Toyopetto 30 Nennshi (30 Years’ History of Tokyo 
Toyopet) (Tokyo, 1983); Nissan Jidosha 30 Nennshi (30 Years’ History of Nissan 
Motor Co.) (Tokyo, 1965); Honda no Ayumi (A History of Honda Motor Co.) (Tokyo, 
1985). In English, see Toyota Motor Co., Toyota: A History of the First 50 Years 


(Tokyo, 1987). 


. See Brother no Ayumi (A History of Brother Company) (Tokyo, 1971). 
. Yoshiro Miwa et al., Nthon no Ryutsu (Japanese Distribution) (Tokyo, 1989). See also 


T. McCraw, America Versus Japan (Boston, 1990), Figure 3-3, p.107. This chart was 
originally prepared by the Retailing Centre and was widely circulated in Japanese 
retailing circles. 


. Nakauchi, Waga Yasuuri Tetsugaku (My Philosophy as a Discounter) (T okyo, 1969). 
. Manufacturers’ official prices were approved in 1953 as an exception to the Antı- 


Monopoly Law. 
See For the Customers: Daiei Group 35 Nen no Kiroku (A 35 Years’ Record of Daiei), 
(Osaka, 1992). 


. See Ajinomoto Shashi. 
. See Daie, 35 Years’ History, and Nakauchi, Waga Yasuurt Tetsugaku. 
. See T. Yui et al., Sezon no Rekishi (A History of Saison Group) (Tokyo, 1991), Ch.3, 


Sections 1 and 4. 


. S. Hayashi, Ryutsu Kakumei. 
. See U. Kitazato, Hanba: Kakumei ni Yureru Amerika: Discount Store no Shutsugen 


(America in the Midst of a Sales Revolution: The Coming of Discount Stores) (Tokyo), 
Economist, Aug. 1962. U. Kitazato is the pen name of H. Sato. 


. H. Sato, Ryutsu Sangyo Kakume:, pp.7-9 and Nihon no Ryutsu Kiko (Distributive 


System In Japan) (Tokyo, 1974). 


. A History of Saison, pp.383-4; Takashuna-ya 150 Nenshi (150 Years’ History of 


Takashima-ya) (Tokyo, 1982), pp.148-52, 215-16. 


. Asahi Nenkan 1966 (Asahi Yearbook), p.439. The number of bankruptcies is available 


in a survey from the Tokyo Shogyo Koshinjo (Tokyo Credit Bureau). The number of 
supermarkets is in Ministry of International Trade and Commerce, Supamaketto ni 
Kannsuru Chosa (A Survey on Supermarkets) (1965). 

Nakauchi, Waga Yasuurt. In those days, even Daiei was limited in its bargaining 
power and was not always a price setter. Retailers could not determine a product's 
cost because private brand merchandise was not then popular. 


. Daiei, 35 Years History. Daiei fought against the electrical appliances manufacturers 


again in 1970. The company developed a low price colour television with Crown 
Electric and sold it 30 to 40 thousand yen cheaper than other televisions. This devel- 
opment followed a speech of the chairman of the Fair Trade Commission that the 
electrical appliances manufacturers were guilty of dual pricing. The Daiei television 
proved tremendously popular, but Crown faced pressures from large parts manufac- 
turers. 

T. Kiyonari, ‘Taishu Shohi Shakai to Ryutsu Kakumei’ (‘Mass Markets and the 
Distributive Revolution’), p.77, in T. lida, T. Kiyonari, et al., Gendai Nihon Keizaishi 
(Modern Japanese Economic History) (Tokyo, 1976). 


. The financial condition of Seiyu was rather strained, because of the rapid increase in 


the number of stores. See Sueaki Takaoka, Seiyu Store no Ryutsu Shihai Senryaku 
(The Strategy of Seiyu Stores for Controlling Distribution) (Tokyo, 1970); Sezon no 
Rekishi, pp.432-4. Not just Seiyu, but most supermarkets were not in a favourable 
financial condition, because of their massive investments, mostly in land and shops, 
financed by loans from banks and other financial institutions. 

In 1973, the ratio of profit to sales for supermarkets was;lower than that of depart- 
ment stores. Ito-Yokado recorded the highest profit ratio among supermarkets, at 
only 2.0 per cent; Daiei’s ratio was 1.1 per cent; and Seiyu was 0.65 per cent. The 
comparison, however, 1s not entirely accurate because accounting systems differ 
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32; 
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somewhat between supermarkets and department stores. See Ministry of Inter- 
we Trade and Industry, Wagakun no Shogyo (Statistics on Commerce) (Tokyo, 
1973). 

There are no statistics on the wage levels of wholesalers, but wholesalers are small 
businesses and it is widely pointed out that a dual wage structure existed until the 
1980s between large corporations on one hand and small and medium enterprises on 
the other. See also note 6. 


. In 1973, the Diet passed the Large Scale Retail Store Act, which served as a restric- 


tive regulation over supermarkets. As a result, Japanese small retailers could prolong 
their lives for 20 years. Small-size chain stores called ‘convenience stores’ developed 
after the establishment and the success of Seven-Eleven Japan Inc. in 1974. Many 
supermarkets including Daiei and Seiyu also opened similar outlets. The Act was 
reviewed in 1990 to make the establishment of large stores easier and a change in the 
retailing industry 1s now expected. See T.K. McCraw and P.A. O’Brien, ‘Production 
and Distribution: Competition Policy and Industry Structure’, in T. McCraw (ed.), 
America Versus Japan, on the relationship between the Act and the industry. 


The Evolution of the Financial System in 
Post-War Japan 


TETSUJI OKAZAKI 
University of Tokyo 


Many scholars, businessmen and policy makers regard the Japanese 
experience as a model for developing countries, while others try to derive 
lessons for the transforming socialist countries of eastern Europe. The 
Japanese financial system in the post-war period has been of particular 
interest, and recent research has focused on the roles of the main banks 
that support industrial enterprises! and complementary institutional 
arrangements.” The main banks were supported by the regulatory frame- 
work created by the Ministry of Finance (MOF), public financial institu- 
tions such as the Japan Development Bank (JDB), as well as the 
industrial policies of the Ministry of International Trade and Industry 
(MITI). The relationships and functions of these institutions have never 
been fully investigated and documented, and this paper will focus on 
their historical evolution and inter-relating roles, as well as exploring the 
main bank system. 


H 
JAPANESE FINANCIAL STRUCTURE 


The sectoral saving—investment balance of post-war Japan was generally 
characterised by a large deficit in the corporate sector, a large surplus in 
the personal sector, and a small surplus in the public sector (Table 1). A 
major aim of the financial system was, as is well known, to intermediate 
the flow of funds from the personal to the corporate sector.? The process 
of financial intermediation had distinct characteristics, and these are 
outlined in The Flow of Funds Accounts, published by the Bank of 
Japan. The personal sector overwhelmingly preferred cash and deposits 
as safe and divisible assets, and the ratio of bonds and stocks was very 
low (Table 2). The assets of households being small on average, the risks 
and transaction costs of bonds and stocks were too great a disincentive. 
During the Second World War, the Japanese economy lost about a 
quarter of its national assets, and the personal sector was badly affected. 
The rich, who had bought bonds and stocks in the pre-war period, 
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TABLE I 
SAVING-INVESTMENT BALANCE BY SECTOR 1955-74 


% of GNP 





Corporate Household Government 
1955-59 -8.9 7.7 0.5 
1960-64 -10.9 8.2 1.4 
1965-69 -7.7 6.8 0.7 
1970-74 -10.9 10.1 0.6 


Source: Economic Planning Agency (ed.), Choki Sokyu Suikei Kokumin Keizai Keisan 
Hokoku (Long-Term Retroactive Estimation of National Accounts). 


TABLE 2 
APPLICATION OF FUNDS BY PERSONAL SECTOR (%), 1955-74 


1955-59 1960-64 1965-69 1970-74 

Total 100.0 100.0 100.0 100.0 
Currency 4.4 5.7 6.3 6.8 
Deposits 61.4 53.7 59.0 65.3 
Trusts 4.1 5.2 6.5 6.3 
Insurance 11.9 9.6 13.0 13.0 
Government Bonds 0.2 -0.1 { 0.7 
Public Corp. Bonds 0.3 1.0 { 71 1.3 
Bank Debentures 2.1 2.6 { 3.7 
Industrial Bonds 0.4 0.4 { 1.0 
Stocks & Securities 

Investment Trusts 9.2 11.0 2.1 1.3 
Other 6.0 10.9 6.0 0.6 


Source: Bank of Japan, Flow of Funds Accounts. 


suffered the majority of losses as a result of post-war reforms and hyper- 
inflation.* Most of the funds acquired by the financial sector were made 
available as loans (Table 3). In other words, the ratio of bonds and 
stocks compared to total assets to be found in the financial sector was 
low in post-war Japan. 

There was a range of institutions within the financial sector. The 
commercial banks held the largest share of funds. They gathered 
deposits from both the corporate and the personal sectors and invested 
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TABLE 3 
APPLICATION OF FUNDS BY THE FINANCIAL SECTOR (%), 1955-1974 


1955-59 1960-64 1965-69 1970-74 


Total 100.0 100.0 100.0 100.0 
Currency & Deposits 2.0 1.7 1.2 2.4 
Government Bonds 1.1 0.9 { 3.2 
Public Corp. Bonds 2.0 1.7 { 14.5 2.2 
Bank Debentures 3.8 2.9 { 3.1 
Industrial Bonds 3.9 a2 { 1.4 
Stocks & Securities 

Investment Trusts 6.4 6.8 2.5 3.8 
Call Money 0.7 0.1 -0.3 0.8 
Loans TIS 71.6 79.0 78.5 
Other 2.6 5.1 3.1 4.5 


Source: Bank of Japan, Flow of Funds Accounts. 


them in loans or securities. Fhere were moreover two types of commer- 
cial bank. The city banks included Mitsui, Mitsubishi, Sumitomo, Fuji, 
Daiichi (Kangyo), and Sanwa, and they have been defined as having 
‘their headquarters in a metropolitan area and nationwide networks of 
many banking branches’. The regional banks had ‘their headquarters in 
large or medium-sized cities throughout the country and carry on most 
of their business in the prefecture in which the head office is located’.° 
There were three long-term credit banks: the Industrial Bank of Japan 
(reorganised in 1952), the Long-Term Credit Bank of Japan (established 
in 1952), and the Nippon Credit Bank (established in 1957). The pur- 
pose of these credit banks was to supply long-term loans to industries 
which were particularly capital-intensive, and they were consequently 
permitted to issue bank debentures as a means of raising the necessary 
funds.® Besides city banks and long-term credit banks there were trust 
banks specialised foreign exchange banks, insurance companies, and 
institutions for small firms, agriculture, forestry and fishery. In the pub- 
lic sector, some institutions such as the Japan Development Bank and 
the Export-Import Bank of Japan engaged in policy-based finance.’ 
Looking at the corporate sector, we find that most of the funds were 
raised from these financial institutions, especially the commercial banks 
(Table 4). This pattern can be discerned in the flow of funds to industry 
for the purchase of equipment (Table 5). Nevertheless, the links 
between specific industries and financial institutions did differ. Some, 
notably electricity, shipping, and coalmining, depended heavily on 
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TABLE 4 
FUNDS TO INDUSTRY (%), 1955-1974 


1955-59 1960-64 1965-69 1970-74 





Total 100.0 100.0 100.0 100.0 
Stock 13.5 16.2 6.2 5.8 
Industrial Bonds 4.4 45 3,3 3.1 
Loans 82.1 79.4 90.5 91.1 
Private Financial 
Institutions 73.3 72.8 81.2 83.1 
Long-Term 
Financial 
Institutions 6.2 5.1 6.1 6.5 
Public Financial 
Institutions 6.7 5.2 8.0 7.1 
Other 2.1 1.4 1.3 0.9 


Source: Toyo Keizai Shinposha, Showa Kokuse: Soran, Vol.2 (Tokyo, 1991). 


public finance, the JDB being the main contributor. There was also a 
heavy reliance on bonds issues by electricity, iron and steel, and trans- 
portation concerns. Variations were reflective of the historical circum- 
stances that influenced institutional arrangements and the policies of 
government. 


IMI 


CITY BANKS, THE REGULATORY FRAMEWORK, AND 
INDUSTRIAL POLICY 


As previously mentioned, a number of economists have come to regard 
the main banks as the most remarkable characteristic of the post-war 
Japanese financial structure. Aoki et al., in one of the most important 
recent contributions to the literature, define the main bank arrange- 
ments as ‘an informal set of practices, institutional arrangements, and 
behaviour patterns that constitute a system of corporate financing 
and governance’, and this definition is adopted here. Links include 
reciprocal shareholdings, the appointment of directors, loans and credits, 
bond-issue trusteeships, payment settlements, and the provision of 
foreign exchange. These functions stem from the main bank’s ability 
to monitor the performance and activities of client firms, although they 
are additionally contingent upon the financial condition of the firm, its 
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TABLE 5 
SOURCES OF FUNDS FOR INVESTMENT BY INDUSTRY, 1955-64 








1955-59 % 
Bonds Stock Loans 
Private Long-Term 
Credit Banks 

Total 3.3 14.1 62.1 18.6 20.5 
Electricity 5.2 11.1 49.1 15.4 34.6 
Iron & steel 6.2 29.8 59.3 28.8 4.8 
Shipping 0.1 11.4 62.9 19.4 25.6 

oal 1.1 15.9 49.0 42.1 34.0 
Textiles 3.6 8.6 74.2 25.0 13.6 
Chemicals 29 17.2 71.8 28.9 8.2 
Ceramics 0.8 17.3 68.3 6.8 13.6 
Machinery 5.3 32.3 52.2 25.0 10.2 
Non-ferrous 

metal 2.4 13.2 64.5 21.7 19.9 
Land transport 

-ation 7.7 14.3 62.3 18.3 15.7 

Agriculture & 

fishery 0.4 4.0 44.8 9.6 50.7 
Others 1.8 8.5 75.2 11.2 14.5 
1960-64 % 
Total 5.6 16.0 64.1 15.4 14.4 
Electricity 16.3 12.8 51.3 12.7 19.6 
Iron & steel 9.8 30.5 56.2 19.2 3.4 
Shipping 0.0 3.8 47.8 12.9 48.5 
Coal 1.8 3.2 38.2 23.3 56.8 
Textiles 7.4 13.1 66.4 20.6 13.1 
Chemicals 4.4 22.4 66.4 21.8 6.8 
Ceramics 2.6 17.6 68.9 22.0 11.0 
Machinery 7.2 27.6 57.0 19.0 8.1 
Non-ferrous 

metal 3.0 15.9 65.6 21.6 15.8 
Land transport- 

ation 8.8 12.5 60.4 13.4 18.3 

Agriculture & 

fishery 0.6 32 48.7 5.7 47.5 
Others 1.3 10.3 76.7 11.5 11.7 


Source: Japanese Development Bank. 
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stage of development, and relations between firms and other financiers, 
between the latter and the main bank, and between the main bank and 
the regulatory authorities.’ The nature of bank—firm relationships in the 
post-war high growth period can be checked alongside the historical 
statistics. A data set can be gathered from the Securities Report 
(Yukashoken Hokokusho) and a number of directories.!° In the manu- 
facturing industries, there were 239 firms which specified their debts 
in 1955, 1965, and 1975. Most of the literature on the main bank system 
concentrates on the debts carried by firms. One of the city banks was the 
largest creditor to 50-60 per cent of the 239 companies (Table 6). In 
other words, it had the largest share in the explicit or implicit loan con- 
sortia that supported these manufacturers. The long-term credit banks or 
trust banks were the second largest contributors. It is worth noting that 


TABLE 6 
BANK-FIRM RELATIONSHIPS I LINKS WITH CREDITORS 


Total City Long-Term Trust Insurance Other 
Bank Credit Bank Company 
Bank 

1955 
A 239 14] 50 19 8 21 
B 12] 86 13 8 6 8 
C 55 45 6 0 2 2 
1965 
A 239 121 4} 46 5 26 
B 159 97 21 30 3 8 
C 77 55 16 4 ] I 
1975 
A 239 126 46 40 2 25 
B 207 122 38 37 2 8 
C 120 83 17 8 2 10 
1955-65 
D 116 85 20 8 l 2 
1965-75 

142 83 29 21 2 7 


Notes: A = number of firms classified by the categories of financial institutions to which 

they owed the largest debt 

B= number of firms whose largest creditor was amongst their top ten shareholders, 
classified according to financial institution 

C= number of firms with a director dispatched from their largest creditor, 
classified according to financial institution 

D = number of firms whose largest creditor did not change from 1955-65 or from 
1965-75, classified according to financial institution 
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the number of firms which maintained their links with their largest cred- 
itors were smaller than might be expected from the accepted interpreta- 
tion of these connections, particularly in the years 1955 to 1965.'! More 
than half of the sample altered their financing arrangements. Further- 
more, in 1955, the largest creditors of almost half the firms were not 
amongst their top ten shareholders, and almost three-quarters of them 
did not dispatch directors to their firms’ boards. Yet these are supposed 
to be the conditions by which the main banks monitored their clients and 
harmonised potentially conflicting interests.’ The high changeability of 
the largest creditors and the low ratio of shareholding and interlocking 
seems to indicate that the main bank system was not solid nor pervasive 
in the latter half of the 1950s and in the first half of the 1960s. 

The prevailing arrangements of this period resulted, to a substantial 
extent, from the division of work between short-term and long-term 
financial institutions. To examine this point, another data set is needed. 
From the above 239 firms, information on the short-term and long-term 
debts of 89 enterprises were available. Tables 7 and 8 demonstrate the 
results, and their impact on bank-firm relationships. Even during the 
rapid growth of 1955 to 1965, some 52 of the 89 firms (or 58 per cent) 
stayed with their short-term creditors. With regard to long-term 
creditors, the ratio was only 34 per cent. It is also remarkable that 
different financial institutions provided short-term and long-term loans. 
Most of the largest short-term creditors were the city banks, while the 
majority of the largest long-term creditors were the long-term credit 
banks and trust banks. The high turnover of long-term creditors and 
fluctuation in the ratio of long-term loans to short-term loans help 
explain the weak links between companies and their most important 
banks (see Table 6 and paragraph above). 

Far more than long-term lenders, it was short-term creditors which 
became the large shareholders of client firms, and it is these institutions 
which appointed directors. It was not the largest creditor but the largest 
short-term creditor that was closer to the ideal type of main bank 
described in the theoretical literature. This implies that the role of the 
main banks, in many cases city banks, were complemented by the long- 
term financial institutions. It is worth noting that, even in the case of 
short-term lenders, the ratio of firms whose top ten shareholders 
included their largest creditors amounted to only 56 per cent, and that 
only 29 per cent of them had directors dispatched from their largest 
creditors (Table 7). Shareholding and interlocking were useful to both 
the firm and its main bank, but they were by no means indispensable. 

The role of main bank imposed heavy burdens on the city banks. They 
diversified their loans and obligations through consortia and the 
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TABLE 7 
BANK-FIRM RELATIONSHIPS II: LINKS WITH SHORT-TERM CREDITORS 
Total City Long-Term Trust Insurance Other 
Bank Credit Bank Company 
Bank 

1955 
A 89 65 13 2 2 7 
B 50 39 l 2 3 
C 26 24 l 0 0 | 
1965 
A 89 69 3 l l 15 
B 60 55 2 ] l l 
C 36 34 1 j 
1975 
A 89 82 4 0 l 
B 79 75 3 0 0 i 
C 58 54 3 0 0 1 
1955-65 
D 52 49 3 0 0 0 
1965-75 
D 64 63 1 0 0 0 


Notes: A= number of firms classified by the categories of financial institutions to which 

they owed the largest short-term debt 

B= number of firms whose largest short-term creditor was amongst their top ten 
shareholders, classified according to financial institution 

C = number of firms!with a director dispatched from their largest short-term 
creditor, classified according to financial institution 

D= number of firms whose largest short-term creditor did not change from 
1955-65 or from 1965~75, classified according to financial institution 


co-operation of long-term financial institutions, but an aggregated 
balance sheet of their position indicates genuine difficulties (Table 9). 
The composition of both assets and liabilities changed dramatically from 
the pre-war to the post-war period. The ratio of securities, especially 
government bonds, decreased, while that of credits increased. As a 
result, the liquidity of their assets declined substantially. The head of the 
credit analysis section at the Daiichi Bank (one of the big six city banks) 
wrote in 1956 that ‘the present bank assets differ greatly from those of 
the pre-war period’ and that the ‘decline in the ratio of government 
bonds, the very best assets, indicates above all the decline in the quality 
of banks’ financial position.’!> Worse still, the ratio of capital liabilities 
to total liabilities had also fallen since before the war, and this change 
was a cause of similar concern.'* The overall deterioration in liquidity 
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TABLE 8 
BANK-FIRM RELATIONSHIPS III. LINKS WITH LONG-TERM CREDITORS 


Total City Long-Term Trust Insurance Other 
Bank Credit Bank Company 


Bank 
1955 
A 89 10 44 24 8 3 
B 16 0 2 8 6 0 
C 4 2 2 0 0 0 
1965 
A 89 6 33 4] 6 3 
B 48 6 10 27 4 l 
C 12 3 5 4 0 6 
1975 
A 89 9 37 37 5 l 
B 69 9 28 26 5 l 
C 20 8 7 3 2 
1955-65 
D 30 2 19 8 l 0 
1965-75 
D 60 3 ai 28 2 0 


Notes: A = number of firms classified by the categories of financial institutions to which 

they owed the largest long-term debt 

B = number of firms whose largest long-term creditor was amongst their top ten 
shareholders, classified according to financial institution 

C = number of firms with a director dispatched from their largest long-term 
creditor, classified according to financial institution 

D = number of firms whose largest long-term creditor did not change from 1955-65 
or from 1965-75, classified according to financial institution 


damaged their ability to bear risks, and, while causing instability in the 
financial system, it could have choked off funds to industries. It is not 
surprising that, since the 1950s, the ‘over loan problem’ — excessive bank 
loans depending on the backing of the BOJ — became a matter of wide- 
spread discussion in financial circles, governments, and the press. 
Several measures of reform had to be imposed on the city banks, and 
institutional arrangements complementary to the main bank system had 
to be evolved, these being reliant on the regulation of funds allocation 
by MOF and MITI, the long-term credit banks, the JDB, and the con- 
trol of bonds issues. 

The regulation of the city banks had to comply with the investment 
needs of the industrial policy devised by MITI and the MOF. Guidelines 
for the bank management and the allocation of bank loans were key 
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TABLE 9 
BALANCE SHEET OF CITY BANKS 


% 
1935 1944 1950 1955 1960 1965 1970 





Assets: 

Currency & deposits 69 47 116 12.3 112 103 9.0 
Call money 4.7 0.3 0.0 0.3 0.0 0.0 0.0 
Securities 35.55 27.7 59 92 14 124 10.7 


Government bonds 19.5 23.9 2,3 1.3 04 0.1 0.9 
Local govn. bonds 3.8 0.2 0.0 0.5 0.9 1.2 1.4 
Industrial bonds 10.7 33 3.3 6.2 8.1 9.0 5.9 


Stocks I5 08 03 1.1 19 21 2.4 
Loans & credits 42.7 63.3 50.1 56.7 593 57.5 58.9 

Loans 35.5 61.6 33.1 33.4 36.8 37.7 389 

Discounted bills Tg 1.7 17.1 23.3 22.5 199 20.1 
Liabilities: 
Demand deposits 23.2 27.6 30.6 31.0 232 217 18.5 
Time deposits 58.0 37.7 18.7 368 415 398 43.6 
Loans 0.0 16.1 92 26 7.2 83 7.3 
Foreign exchange 0.7 00 12.9 12 3.3 3.5 2.8 
Call money 00 00 03 23 30 49 5.5 
Capital 146 39 28 28 38 33 3.9 


Source: Bank of Japan, Keizai Tokei Nenpo (Annual Report of Economic Statistics). 


policy issues for the MOF until the first half of the 1960s, involving the 
stabilisation of bank management (kenzenka) and qualitative credit 
adjustment (shitsuteki shin’yo chosei). Measures designed to influence 
commercial practice were regulations on interest rates, the opening of 
bank branches, and performance indices. MOF sought to avoid the 
bankruptcy of any bank, the so-called ‘convoy policy’ (Goso Sendan 
Gyosei). The Temporary Interest Rates Adjustment Law (Rinji Shikin 
Chosei Ho) was introduced in 1947, and maximum returns on deposits 
and loans were to be decided by the MOF in accordance with BOJ’s 
Policy Board.! The controls afforded the banks a positive profit margin 
of between one and two per cent in the 1950s, while it had been about 
0.5 per cent in the pre-war years (see Bank of Japan’s Annual Report 
on Economic Statistics). As well as the ‘price’ of interest rates, non- 
price competition was also curtailed by controls on the opening of 
branches and entry into the banking sector. Under the Banking Law 
(Ginko Ho), the MOF did not sanction any entrant and the number of 
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institutions has remained stable since 1952." Businesses attracted by the 
increased profits to be made in banking were prevented from destabil- 
ising the industry, just as existing institutions could not open branches 
that disrupted the activities of rivals.'!® The MOF was equally deter- 
mined that the additional profits and rents assisted the stabilisation of 
the financial sector and the welfare of depositors.’? It had therefore to 
set a number of performance indices. First, the Ministry in 1949 set a 
guideline ratio of ordinary expenses to ordinary income. In August 
1953, a letter from the chief of MOF’s banking section issued clear 
instructions that any surplus should be used to boost reserves, reduce 
the interest rates on loans, or increase the returns on deposits.” The dis- 
tribution of profits to shareholders was restricted through the regulation 
of dividend payments. 

There were, in addition, questions of industrial policy. Since the 
Temporary Law on Funds Allocation Control of 1937 (Rinji Shikin 
Chosei Ho), and the Rules on Funds Allocation by Financial Institutions 
of 1937 (Kin’yu Kikan Shikin Yuzu Junsoku), the MOF and the BOJ 
had overseen the granting of finance by private banks.?! Although direct 
controls had been abolished after the war, the MOF still gave adminis- 
trative guidance to a system of voluntary regulation. In 1951, the 
government announced a series of policies intended to restrain inflation, 
supply funds to strategic industries, and limit the financing of ‘unneces- 
sary’ sectors. The MOF issued a notice setting out instructions for the 
granting of loans, and the National Federation of Banking Associations 
(NFBA, or Zenkoku Ginko Kyokai Rengokai) formed a Committee for 
the Self-Regulation of Loans (Yushi Jishukisei linkai), charged with 
‘examining loans to be restrained, announcing criteria, and providing 
guidelines for the discretion of each bank’.~ At first, in July 1951, 
the committee chose to limit funds for building, real estate, and public 
amusements, and in 1953 loans for speculation and excessive or dupli- 
cate investment were rigidly restrained.” Then the institutions oversee- 
ing this system of indirect control were substantially extended, at a time 
when macro-economic policy was tightened between 1954 and 1957 in a 
response to trade imbalances. In 1954, the MOF informed all the banks 
that, in addition to limiting so-called unnecessary loans, they should give 
priority to key parts of the economy and an improvement in exports.” 
In other words, the Ministry wanted private banks through self- 
regulation to concentrate their financing on the strategic industries of 
coal, iron and steel, electricity, and shipping, just as public funds were 
being targeted. The ruling Democratic and Liberal Parties were also 
seeking to reduce the pressure on public funds, which were in short 
supply. They therefore planned to regulate directly the allocation of 
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bank funds by law, and drew up a draft Funds Committee Law (Shikin 
linkai Ho) in 1955. When financial and business circles became strongly 
opposed, the MOF withdrew its support, and the legislation was never 
enacted. As a substitute, the Council on the Funds of Financial Institu- 
tions (Kin’yu Kikan Shikin Shingikai) was established in 1956 to discuss 
and co-ordinate the allocation of funds by private financial institutions, 
and it contained representatives from finance, business, academics, and 
civil servants.” 

In the meantime, the NFBA had extended the reach of self-regulation 
with the aim of invalidating the Funds Committee Law, during a period 
when the proposal was still current. In 1955, it established the Com- 
mittee for Investment and Loans (Toyushi linkai),“ and this new body 
assisted the funding of industries identified by the government as 
strategic. The Committee, composed of the presidents and directors of 
major banks, and representatives from the MOF and BOJ, discussed 
loan policies in relation to key economic sectors and the provision of 
public finance.” The MOF and the NFBA agreed to work in fulfilment 
of the Five Year Plan for the Independence of the Japanese Economy 
(Keizai Jiritsu Gokanen Keikaku), drawn up in 1955.% As macro- 
economic policy continued to be tightened, further developments in the 
public and private sectors followed. In June 1957, a cabinet meeting 
decided on the Emergency Measures against the Imbalance of Trade 
Payments, and the restraint of unnecessary investments was emphasised. 
The MOF instructed the banks to give priority to strategic industries, 
and they were told to minimise the levels of funds even to these 
sectors.” To implement the policy, the NFBA merged its Committee for 
Investment and Loans and the Committee for the Self-Regulation 
of Loans. The Committee for the Regulation of Funds Allocation 
(Shikin Chosei linkai) was formed, and under it a Managerial Meet- 
ing for the Regulation of Funds Allocation (Shikin Chosei Kanjikai) 
was appointed.” During these events, institutional arrangements to 
secure the co-operation of industries were planned, and, in 1957, a 
working committee representing finance, business, and the civil service 
was created under the Council on the Funds of Financial Institutions. 
Delegates from the Tokyo Chamber of Commerce, the Federation of 
Business Associations, the Electricity Association, the Japan Iron 
and Steel Association, the Coal Association, and the Chemical Asso- 
ciation represented business, and this small committee had a role in 
co-ordinating funds allocation and the investment plans of manufac- 
turers.*! Co-ordination between the financial and industrial sectors 
was finally systemised in December 1957 through the establishment 
of the Funds Branch of the Council on Industrial Rationalisation 
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(Sangyo Gorika Shingikai Sangyo Shikin Bukai) at MITI.” It consisted 
of representatives from the Federation of Business Associations, NFBA, 
JDB, IBJ, and several business organisations and large companies. 
Reviewing the work of the Council on the Funds of Financial Insti- 
tutions and the NFBA’s Committee for the Regulation of Funds 
Allocation, the new Funds Branch adjusted and co-ordinated the invest- 
ment plans of industries. These loan policies were first prepared by 
the respective bureau at MITI (genkyoku), framed through discussion 
with each industry’s business association. After the adjustments of 
the Funds Branch, negotiations between industries and genkyoku were 
repeated in an iterative manner. The banks secured high quality infor- 
mation on the direction of industrial policy at MITI and sanctioned 
investment projects, and their loans were gradually adjusted according 
to official priorities. When the Council on Industrial Rationalisation was 
transformed in 1964 into the Council on Industrial Structure (Sangyo 
Kozo Shingikai), the Funds Branch was continued.* 


IV 


LONG-TERM FINANCIAL INSTITUTIONS AND THE 
BONDS MARKET 


Other measures were taken to secure the stability of the financial system 
and the supply of funds to the strategic industries. First, public funds 
were provided to relieve the shortage of long-term finance to business. 
The Reconstruction Finance Corporation (RFC, or Fukko Kinyu 
Kinko) had had an important role since 1947, but was ordered by the 
US’s General Headquarters in 1949 to cease lending new funds. 
The RFC’s substitute, the USAID Counterpart Fund, proved insuffi- 
cient, and its special clients in the coal, iron and steel, shipping, and 
electricity industries were especially hindered, despite their strategic 
role. As a result, the Japan Development Bank was founded in 1950.¥ 
The JDB had to assist the government’s industrial policy, whilst 
exercising its own independent judgement in each case. The framework 
was determined by the Basic Policy for Loans (Un’yo Kihon Hoshin), 
as decided by a cabinet meeting for every fiscal year. In 1952, 
the electricity, shipping, coal, iron and steel, chemical, machinery, 
agriculture, fishing, and synthetic fibre industries were deemed to be 
strategic.” Following the basic policy, and relying on information from 
the funds branch at the Council on Industrial Rationalisation, the JDB 
examined the creditworthiness of each project. During the 1950s, coal, 
iron and steel, electricity, and shipping received continuous support, 


102 THE ORIGINS OF JAPANESE INDUSTRIAL POWER 


and, after that, more attention was paid to regional development. From * 
the beginning, the JDB explored joint loans with the private banks. * 
JDB loans were ‘cow bells’, signalling whether a project met the twin 
objectives of industrial policy and individual creditworthiness.*’ 

Two years after the JDB, in 1952, the Long-Term Credit Bank Law. 
was passed. The Industrial Bank of Japan (IBJ) was reorganised, and 
the Long-Term Credit Bank of Japan was founded. These institutions 
were expected to supply long-term funds to officially determined stra- 
tegic industries, and the bank debentures which they issued enjoyed an 
advantage as collateral for all those seeking BOJ credit. As we have 
noted, the credit banks played a complementary role to the main bank 
system, offering long-term finance to the short-term provision of the 
city banks. Moreover, the large part of bank debentures issued by the 
credit banks were held by the city banks, although the interest rates on 
these debentures were lower than those to be gained through loans. In 
addition to providing collateral for the BOJ, the city banks expected the 
long-term credit banks to lend money to their customers in industry.® 
The LCBJ wrote that “We supplied long-term funds to the client firms ` 
of the commercial banks which were the main holders of our bank ` 
debentures in order to relieve those bank burdens, and we also take care 
to make the funds return to those banks as deposits’.~? 

The corporate bonds market was another means of long-term funds. 
Their promotion began with the regulation of the financial institutions 
by the Bank of Japan after 1949, and the BOJ took two measures in 
order to effect this policy. First, it screened and rated the bonds that 
qualified as collateral for its credit ex ante, and in practice only these 
could be issued. Second, when a bank bought bonds, the BOJ purchased 
an equal sum in government bonds from that bank.” As the interest 
rate of BOJ credit was substantially lower than the market rate, both 
measures acted as de facto subsidies to the banks.*! The bank regulated 
the interest rate and the level of bond issues through the Conference 
on Bonds Issue (Kisai Kondankai) and the Consultation Meeting on 
Bonds Issue (Kisai Uchiawasekai). The former consisted of the MOF, 
BOJ, the entrusting banks, and the big four securities companies, and 
these decided on bonds issue policy. The latter, composed of BOJ, 
the entrusting banks, and the big four securities companies, set the 
conditions for respective issues. Through the regulation of the bonds 
market, strategic industries could be given priority, and, although 
ex ante screening and rating was abolished in 1956, the Consultation 
Meeting on Bonds Issue continued to be influential.” The entrust- 
ing banks, members of the Consultation Meeting, maintained good 
contacts with the Committee for the Self-Regulation of Loans and the 
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‘Committee for Investment and Loans at the NFBA, in order to ensure 


that the banks held the bonds of strategic industries.“ Furthermore, 
they not only advised the issuing firms, but also monitored them on 
behalf of bond holders, and it was naturai for the main banks to assume 
this role. We can examine all the bonds issued by our sample of 89 firms 
between 1960 and 1965 (see above). In 439 of 489 cases (that is about 90 


per cent), the main banks, which were the largest short-term creditors 


in 1965, took part in entrusting. As to those companies whose main 
banks were also city banks, the ratio was nearer 100 per cent, the issu- 
ing of bonds complementing the system of main banks (see Table 10). 


TABLE 10 
BONDS ENTRUSTED WITH MAIN BANK 


No. of No. of No. of Cases 
Firms Bonds Main Bank Entrusted 
Issues with Bonds Issues 





Total 54 489 431 
IBJ 2 4 4 
Mitsui Bank 9 102 102 
Mitsubishi Bank 4 42 42 
Sumitomo Bank 5 73 73 
Fuji Bank T 68 68 
Sanwa Bank 4 29 29 
Daiichi Bank 5 68 68 
Kangyo Bank 5 28 28 
Tokai Bank l 3 3 
Kyowa Bank 2 16 14 
Norinchukin Bank 9 48 0 
Foreign Bank Í 8 0 


Source: Industrial Bank of Japan, Shasat [chiran (Lists of Industrial Bonds) (Tokyo, 1970). 


V 
THE JAPANESE FINANCIAL SYSTEM AND COMPETITIVE ADVANTAGE 


The Japanese financial system in the high growth era was one of com- 
plementary institutions, which involved the main banks, long-term 
finance institutions, and financial regulation and industrial policy. The 
main banks co-ordinated explicit and implicit loan consortia which sup- 
plied funds to client firms, and in this objective they were assisted by 
funds from the long-term finance institutions, bond market regulation 
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by the BOJ, bank regulation by the MOF, and the funds allocations 
of the MOF and MITI. There was a characteristic division of labour 
within Japan’s financial system in the post-war period. Aoki et al. argued 
that many financial functions — the monitoring of companies and their 
investment projects ex ante, interim, and ex post ~ were carried out by 
the main banks in an integrative manner, and that the main banks’ ex 
ante monitoring was supported by that of public financial institutions, 
long-term credit banks, and government councils such as the Council for 
Co-ordinating Electric Energy Source Development.” We have shown 
that this structure was true of not just the electricity industry, a public 
utility under rigid government control, but of all industries. Aoki et al. 
also underrated the role of the MOF and MITI, carried out through 
the Council on the Funds of Financial Institutions and the Funds Branch 
of the Council on Industrial Rationalisation, in co-ordinating and 
screening investment in industry. 

How well did this system perform? It is well known that Japanese 
industries grew rapidly in the post-war period, and that they depended 
on funds borrowed from financial institutions. The system was highly 
influenced and shaped by the recognition, expectation and behaviour of 
the agents which composed it. The head of the credit analysis section 
of Daiichi Bank wrote in 1956 that ‘it is said that depositors’ thinking 
has been changing since the end of the war. They may confide only 
in the banks because they are banks’. The MOF’s ‘convoy policy’ 
had removed any element of risk. In 1959, the head of MOF’s banking 
division wrote that ‘it cannot be denied that the banks have to some 
extent lost consciousness of how they are entrusted with depositors’ 
funds because they are confident in banks not being bankrupted.*’ 
Regulation also altered perspectives of industrial enterprises. In 1962, 
the president of the Fuji Iron and Steel Company said that ‘I suppose 
that the rationing of funds itself encourages a demand for large-scale 
financing, because the industries feel that the projects to which the funds 
are allocated are authorised by the government’.* Government regula- 
tion and co-ordination of the financial system stimulated investment 
in industrial firms, as did its willingness to limit in effect entry into a 
number of sectors. In 1965, the president of the Petrochemical Associa- 
tion said that the projects planned by many firms were encouraged by 
these controls, because, if a firm obtained government permission for 
the investment, it could expect future limitations on the right of entry 
into that sector.” It was this alteration in outlook and attitude that 
stimulated large-scale investment and high-speed growth. Nonetheless, 
there were historical circumstances that enabled the system to function 
well in post-war Japan. Close bank~industry and government—firm 
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relations already existed, and, in the push to overcome economic back- 
wardness, it was relatively easy to agree on strategically important 
industries. The experiences of the Japanese ‘bubble’ economy in the 
1980s, and its subsequent bursting, revealed faults in a financial system 
that had not adjusted to the realities of a developed nation. 
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The Development of Production 
Management at the Toyota Motor 
Corporation 
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Hoset University 


The brilliant debut of the Japanese automobile industry into world 
markets was assisted by the two oil crises of the 1970s which brought 
about soaring petrol prices and a rapid shift in demand towards smaller 
cars. During this period, the Japanese car industry coped with dramatic 
changes in the world economy, and expanded its production by increas- 
ing exports to other countries, mainly the USA. In other words, it 
was already equipped with a production system and quality control 
programme which enabled it to overcome the turmoil and structural 
adjustments of the 1970s, and this advantage in international competi- 
tiveness made its enlargement of world market share possible. Reflecting 
a growing interest in the remarkable development of this industry, 
many studies have been undertaken in recent years, and the interests of 
scholars, particularly Western ones,' have concentrated on the specific 
characteristics of production systems. The purpose of this paper is to give 
an historical overview of the strategy and management of the Toyota 
Motor Corporation, now the largest Japanese car manufacturer, and 
second in the world only to General Motors, so demonstrating how 
it formed and established its production system and quality control 
programme to such a degree of competitive advantage. To highlight the 
characteristics of Toyota’s system, comparisons will be made with 
the Nissan Motor Corporation, its greatest rival. The policies adopted 
by Toyota and later imitated by Nissan in the area of production 
management during the 1950s and 1960s were to provide both companies 
with organisational capabilities that proved increasingly superior to 
overseas competitors. 


u 
THE ‘FIVE-YEAR’ PLAN AND STATISTICAL CONTROL 


The procurement boom which followed the outbreak of the Korean War 
in 1950 helped Toyota overcome its business difficulties and secured a 
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basis for its reconstruction. Utilising this lucrative stream of profits, 
Toyota began in April 1951 its ‘five-year plan for the modernisation of 
production facilities’. The purpose of this plan, involving a Y5,787 
million investment, was to establish a mass production system using the 
latest machinery and advanced factory layout.” There was a particular 
reason for Toyota’s rapid move towards the renewal of equipment and 
the implementation of large-scale production. In October 1949, the 
General Headquarters of the Allied Forces (GHQ) had deregulated 
the manufacture of passenger cars. In response, Japanese makers 
began to search for alliances with foreign companies in order to fill, in a 
short period, the technological gap which had resulted in part from the 
production ban on passenger cars during the war period. Toyota also 
planned an overseas link and started negotiations with Ford Motors in 
June 1950. The Korean War broke out in the same month and the US 
Department of Defense restricted outward investment and the dispatch 
of American engineers overseas. The two companies were forced to halt 
negotiations.? Toyota wondered if it could survive as a passenger car 
manufacturer, and top management announced that it would return to 
its founding philosophy, the development and application of a national 
technology. In January 1952, it began designing a new, indigenous 
passenger car,’ and this decision had important repercussions for the 
company and its industry in the adoption and adaption of production 
organisation. The five-year plan was a natural consequence of its failure 
to obtain foreign technology.’ 

Meanwhile, military procurement during the Korean conflict not only 
facilitated Toyota’s sluggish recovery after the Second World War but 
also made it acutely conscious of quality control issues. In the early 
1950s, Toyota’s product quality could not satisfy the stipulated require- 
ments of the US Army,® but it soon came to appreciate the gap which 
existed between American and Japanese operating techniques. In 1951, 
Toyota began to receive advice from quality control experts in the US 
Army and introduced Statistical Quality Control (SQC) methods to 
their production processes. In 1953, the company established an overall 
Quality Control Section within its Inspection Department and made it 
responsible for the design of inspection tools, the exact measurement 
of raw materials, parts and products, and other related activities. In 
the autumn of the same year, Toyota founded a Quality Control Com- 
mittee to oversee the whole works, and the Personnel Department in 
co-operation with the Quality Control Section invited experts to provide 
training for employees in control chart methods, experimental designs, 
and sampling inspection.’ Despite these efforts, Toyota’s quality control 
activities in the 1950s did not in practice always involve the workers in 
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the manufacturing departments. This was mainly due to its QC methods 
being too statistical in their nature and being unsuited to the ‘assuring 
of quality in each process’ by all concerned. Indeed, the approach 
enhanced the traditional, engrained belief that thorough inspection 
alone could improve quality.® 


iit 
THE BEGINNINGS OF TQC AND KANBAN 


In January 1955, Toyota launched its first fully fledged national 
passenger car, the Crown, and a small-sized four-wheel truck, the 
Toyoace, both of which proved to be moderate successes. Then, imme- 
diately after the completion of the five-year plan for the modernising 
of production facilities in March 1956, Toyota extended an existing plant 
in Koromo, near Nagoya. In 1958, it started the construction of the 
Motomachi plant, also near Nagoya and the first exclusive plant for 
passenger car manufacture in Japan. It was completed in the following 
year. In the meantime, the company foresaw growth in the small car 
market and launched the Corolla series in 1957. Under the five-year 
plan, Toyota tried to take the lead from companies reliant on foreign 
technology and advice. It continued to modernise its plant equipment by 
so-called ‘catalogue engineering’, largely the installation of machines 
and equipment ordered from foreign catalogues.’ The favourable effects 
of mass production and plant modernisation were realised following the 
rapid rise in demand for cars in Japan, which occurred with the launch of 
the Crown. As a result, Toyota’s annual production in 1959 reached 
100,000 units, the first time such a target had been reached by a Japanese 
car manufacturer (see Table 1). 

When Toyota received an order in 1958 from the US Army Procure- 
ment Agency (APA) in Japan, to be fulfilled by the beginning of the 
next year, greater through-put did not bring about the expected gains in 
cost reduction, productivity and quality improvement.'° Nor could the 
administration departments keep pace with rising production,’ and the 
management system gradually slackened. Between 1958 and 1962 there 
was a series of unpredicted events. Firstly, Toyota had to review its 
quality control system for parts, including the procedures of its sup- 
pliers. It was being forced to satisfy the quality standards of the APA, 
which at the time were more exacting than Toyota’s. Secondly, when the 
company began to export its Crown model to the United States in 
1958, the problems of body overweight, power shortage and high-speed 
instability soon became obvious. In 1960, when Nissan was increasing 
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TABLE 1 
TOYOTA PRODUCTION (000 VEHICLES) 


Year Cars Trucks Buses Total 
1955 7 15 0.2 23 
1960 42 112 0.5 155 
1965 236 239 2.1 478 
1970 1068 524 16.6 1609 
1975 1715 609 12.3 2336 
1980 2303 954 35.9 3293 
1985 2569 1058 38.1 3666 


Source. Nihon Jidosha Kogyokai (Japan Automobile Manufacturers’ Association) (ed.), 
Jiddsha Toket Geppou (Automobile Statistics Monthly) (1955-85). 


the sales of its Bluebird in the US market, Toyota had to halt exports of 
the Crown. Thirdly, technological problems were discovered in the New 
Corona, which was launched in 1959. This model had been restyled 
largely from the original Corona in order to compete against Nissan’s 
Bluebird, but Toyota was completely defeated in the first ‘BC (Bluebird 
versus Corona) War’.!? When it withdrew from the USA, Toyota had to 
surrender its position as leading exporter in passenger cars to its rival. 
In addition to problems overseas, the liberalisation of finished imports 
was imminent.!? 

In order to tackle mounting troubles at home and abroad, and to 
reconstruct a slackened management system, Toyota implemented two 
programmes. One was the introduction of Total Quality Control (TQC) 
and the other was the company-wide use of the Kanban system. When 
Toyota received the APA’s orders in May 1959, it changed the name of 
its Inspection Department to the Quality Control Department, and 
charged it with the implementation of TQC. In June of the following 
year, Eiji Toyoda, the executive vice-president, distributed within 
the company a pamphlet entitled ‘Request for Inspection’. He criticised 
traditional ways of thinking and the notion that ‘strict inspection makes 
good quality’. He also revealed his thoughts on future policy, saying that 
‘The ideal inspection is no inspection. If all the machines and equipment 
can assure the quality of products, inspection becomes unnecessary’.!4 
Toyota’s TQC programmes were implemented according to this prin- 
ciple. The first phase (June 1961 to December 1962) focused on the 
achievement of quality and price standards that were internationally 
competitive. It reviewed and improved departmental operations. and 
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management systems, and it tried to make all workers engaged in 
manufacturing aware of the concept of ‘quality assurance in each 
process’. The campaign strove to reduce by half failures in materials, 
processing and reworking. The second phase (January 1963 to August 
1964) stressed improvements in inter-departmental communication 
and co-operation, because executives had tended to represent their 
own department’s interests. The other main theme of this phase was 
the development of the third-generation Corona and the creation of 
smoothly run production systems. In the third phase (September 1964 
to September 1965), the company sought a functional management 
system in which quality assurance and cost management were the two 
major pillars. It also applied for the Deming Prize, established in 
1950 in honour of Dr W.E. Deming’s contribution to quality control 
activities in post-war Japan, and, as a result, its TQC activities were fully 
investigated." 

Toyota’s Kanban system,'® a method of production control, consisted 
of two chief concepts, namely Just-in-Time (JIT) and Jidoka (auto- 
mation the Toyota way). The former dealt with the arrival of needed 
components in the needed quantities when they were required at each 
assembly station. The latter allowed workers on the production line to 
exercise their own judgement and halt operations when mechanical 
troubles or other abnormalities occurred. Then they had to find the 
cause and solve the problem. Such a system completely reversed 
Fordist theories on deskilling and long production runs. In 1949, Toyota 
introduced on a test basis a production control system using the 
concepts of JIT and Jidoka in the machine shop at the Koromo plant. 
In order to implement full-scale JIT production in the machine shop 
in 1953, Toyota started the Kanban system, which was based on supplies 
being ‘pulled’ through the production process as and when they 
were needed, and the approach copied the sales methods of US super- 
markets. Further, in 1955 Toyota applied these methods in the assembly 
and body manufacturing shops. Kanban brought various advantages 
such as the elimination of waste due to the over-production of parts, 
the maintenance of buffer stocks, and multiplied defects. 

Before the start-up of the Motomachi Plant, however, the Kanban 
system was supported only by Eiji Toyoda and a number of executives. 
Many managers and engineers emphasised the building of a mass 
production system through the introduction of the latest machinery 
and equipment, and skilled workers showed resistance to the Kanban 
system. Its application was limited to those plants controlled by Taiichi 
Ohno, the system’s founder, and, since the start of production at the 
Motomachi plant, Toyota had experienced frequent difficulties. It had 
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to review its production control system and examined conventional 
reliance on the use of the latest machinery and facilities, but the com- 
pany continued to depend on technology and day-to-day improvement 
activities.” In 1963, top management decided on the full application 
of Kanban as a means of transforming the production control system. 
Toyota had to minimise variances in work volume at each process stage 
so that parts and semi-finished products moved smoothly through the 
factory. To obtain ‘smoothed production’, Toyota started a study on 
the ‘single unit production and conveyance’ system in which the compo- 
nents on the final assembly line are minimised and the same model is 
not conveyed consecutively. JIT and smoothed production necessitated 
a guarantee of good quality parts for each successive process, and 
Toyota had to pursue the thorough application of Jidoka in its plants 
and a quality assurance procedure for each process. In parallel with the 
company-wide application of the Kanban system, Toyota transferred 
the parts and raw material inspection function once held by the Quality 
Control Department at head office to each plant. The main instruments 
of production control were also devolved. As a result, the Kanban 
system in the plants and the TQC activities of head office, formerly 
conducted separately, were integrated.!8 Meanwhile, Toyota initiated a 
QC education programme for all employees. Since 1963, it has regularly 
held a QC meeting in each operating unit, consisting of first line super- 
visors such as general foremen, foremen, group leaders, engineers and 
QC staff. They conducted problem solving activities using QC methods, 
and since 1964 QC circles have been organised.!° 


IV 
SUPPLIER CONTROL 


In Japan, the ratio of in-house production at final car assemblers is low. 
They depend on external parts suppliers for 70 to 80 per cent of their 
components, in contrast to General Motors’ 30 per cent. Therefore, 
Toyota had to apply Kanban not only to its own company but also 
to transactions with parts suppliers. It had to concentrate too on the 
quality and performance of the parts supplied by sub-contractors to a 
level of those produced in-house. When Toyota started its five-year 
plan, it was analysed by the Manufacturing Industry Guidance Centre 
and the Industry and Commerce Department of the Aichi Prefecture, 
and the activities of the company and of parts suppliers was similarly 
investigated. As a consequence, Toyota began to give advice on modern 
management and quality control to its suppliers in co-operation with 
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Kyohokai,” which was a co-operative association of its parts manufac- 
turers. After the completion of the five-year plan and the establishment 
of a mass production system, Toyota began to place a higher priority 
on volume in its supplier control policy, and this outlook contributed to 
the Crown’s ultimate withdrawal from the US market and its defeat in 
the ‘first BC War’?! From this point, TOC activities were introduced 
and the issue of supplier quality control emerged as the major task. 
Personnel from the Quality Control Department and the Technical 
Section of the Purchasing Department visited major parts suppliers 
between September 1960 and May 1961. It then divided the suppliers 
into three groups, and began to provide frequent quality control 
seminars for each of them. In order to vitalise the activities of Kyohokai, 
Toyota sent its own employees to join its committees, which along with 
the company advised suppliers on management rationalisation and 
quality control. Since 1964, Kyohokai’s annual plan has been based 
upon Toyota’s purchase policy, and new committees for their imple- 
mentation were established within the suppliers’ association.” 


V 
THE COMPLETION OF TOYOTA’S PRODUCTION SYSTEM 


In 1963, Toyota regained its top position as a producer of passenger cars 
from Nissan, and in 1966 overtook its competitor in export markets. In 
other words, it won the ‘second BC War’ against Nissan. Immediately 
after receiving the Deming Prize in 1965, Toyota reaffirmed that TOC 
activities would continue to be its core means of management control, 
asserted in the slogan ‘All-Toyota Quality Assurance’.” In November 
1967, the company began its ‘zero defect programme’ to develop the 
Kanban system one stage further. The OC circles were made the main 
instruments of production control, but they were headed by group 
leaders who could not produce the expected results due partly to the 
excessive autonomy of the workers. In May 1969, Toyota carried out a 
review, and from 1971 the foremen became leaders of the QC circles 
under which mini-circles were formed with group leaders deciding on 
each theme or activity. In 1974, QC circles were reorganised with 
general foremen as leaders, and their themes were expanded from 
quality and operation improvements to cost, safety and maintenance. 
This decision facilitated rationalisation and the company’s performance 
during the first oil crisis. But the QC circles led by general foremen were 
too big and inappropriate for the original aim of motivated, active 
involvement by workers. In the following year, when the world economy 
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was beginning to recover and plant operations at Toyota had stabilised, 
QC circles were again reorganised. The form of the current QC circles 
was established at that time, with group leaders heading each circle and 
general foremen and foremen acting respectively as advisors or sub- 
advisors. More importantly, theme selection changed from a matter of 
company policy to a situation of free choice by circle members.” 
The organisation unit of QC circles, therefore, was frequently changed. 
Nevertheless, their number increased steadily (see Figure 1) and they 
functioned as support for the Kanban system. For example, the set-up 
time of pressing machines, central to smooth production and single unit 
output and conveyance, was reduced from one hour in 1971 to less than 
ten minutes in 1973 by rationalisation, procedural improvements, and 
the standardisation of operations as a result of QC work.” 


FIGURE 1 
HISTORY OF QUALITY CIRCLE ACTIVITIES 
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Source. Toyota Jidésha Kabushiki Kaisha (Toyota Motor Corporation) (ed.), QC Säkuru 
Katudo Nijugd-nen no Ayumi (Twenty-Five Years of QC Circle Activities) (1989), p.79. 


Toyota concentrated on fulfilling its slogan of ‘All-Toyota Quality 
Assurance’ by introducing TOC activities to affiliated companies, 
notably parts suppliers, as well as advocating Kanban to related con- 
cerns. In 1966, Toyota established a Purchasing Control Department, 
which assisted in the division of the primary components suppliers into 
three groups. The firm introduced a remuneration system of Value 
Analysis and Value Engineering, aiming to reduce the cost of parts used 
in the Corolla series. Fifty per cent of any proposed cost reduction 
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achieved by a parts supplier was paid back. Also in 1966, Toyota started 
a process-reducing campaign in association with Kyohokai, and in the 
subsequent seminars the lessons of Kanban were also taught.” In 1968 
and 1969, after a period of training provided for the primary parts sup- 
pliers, Toyota’s Purchasing Control Department hosted a four-month 
course for the purchasing controllers of its suppliers. The aim was to cre- 
ate ‘miniature Toyotas’, which could in turn instruct the second- and 
third-tier suppliers. Toyota established a hierarchy amongst its parts 
suppliers in the early 1970s.”’ 

At this time, the company encouraged its primary suppliers to apply 
for the Deming Prize, and in 1969 founded the Toyota Quality Control 
Prize for its second- and third-tier parts suppliers, the award acting as a 
quality control target and as a means of monitoring their operations.” 
In order to have an objective evaluation of its TQC activities, Toyota 
once more applied for the Deming Prize in 1970. It received an excellent 
assessment for improvement in QC work, and progress during the zero- 
defect campaign and the All-Toyota Quality Assurance System for 
the suppliers was acknowledged. The company was selected as the 
first recipient of the newly established Japan Quality Control Prize, 
and, soon afterwards, Toyota integrated its Kanban procedures and its 
concepts and methods into a unified Toyota Production System (See 
Figure 2),”9 


vV 
TOYOTA VERSUS NISSAN 


Toyota consistently pursued its own development of passenger car 
technology. On the other hand, Nissan Motors benefited from technical 
co-operation with Austin in 1952, using its technology and production 
control methods. Until the early 1960s, its strategy of technical linkages 
was a success and the company obtained a reputation as ‘Nissan of 
Technology’ and ‘Nissan of Exports’. Because of its success, it tried to 
expand its lead over Toyota and started construction of a modern mass 
production plant. It vigorously facilitated production automation and 
the computerisation of production control. Nissan selected this strategy 
against the Kanban system chosen by Toyota at that time. In the late 
1960s, however, it became apparent to Nissan that the latest machines 
and computerised control of production could not bring about the 
necessary improvements in productivity, quality or the performance of 
products. In order to survive the first oil crisis, Nissan had to introduce 
„its Action Plate System (APS), which was similar to Toyota’s Kanban.” 
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FIGURE 2 
OUTLINE OF TOYOTA PRODUCTION SYSTEM 
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It had the advantage in quality control methods until the early 1960s. It 
introduced TQC activities in 1959 and won the Deming Prize in 
the following year, the first such occasion in the car industry. Because 
the company wanted the prize so badly, it forced its employees to 
participate in quality control training. As a result, they came to resent 
the QC programme. Top management also lost interest after the award 
had been gained, and gave priority to the construction of a modern 
mass production plant rather than quality control. According to Kaoru 
Ishikawa, Japan’s leading expert on quality control issues, Nissan’s QC 
programme changed in 1960 from the ‘best’ to only ‘average’.*! 

Toyota’s quality control activities were carried out very deliberately, 
over a long time-span, and in association with the Kanban system. In 
contrast to Nissan, it continued to regard TOC as the backbone of its 
management policy, even after winning the Deming Prize. Under the 
slogan of ‘All-Toyota Quality Assurance’, it pushed programmes for 
the reformation of supplier control and the vitalisation of QC circles. 
Nissan resumed its quality control activities in 1966, but it could 
not match Toyota’s success, as it had a shortage of expertise. There was 
a lack of guidance for parts suppliers and its central Inspection Depart- 
ment continued to be too interfering and hierarchical. Without a 
linkage with an overseas company, Toyota had to evolve its systems 
independently, and, without the resources and assistance available to 
Nissan, it had to rely on flexible methods and rapid set-up times rather 
than capital intensive long production runs. Its so-called lean system 
finally challenged the dominance of American or Fordist methods, 
allowing, thanks to quality control techniques, valuable savings in mate- 
rials and defects. The car industry is one of Japan’s most competitive 
industries and one of its highest export earners, and its success has been 
built upon the adoption of production management strategies developed 
during the 1950s and 1960s, implemented first by Toyota, and imitated 
later by Nissan. 
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Work Rules, Wages, and Single 
Status: The Shaping of the 
‘Japanese Employment System’ 


SHINJI SUGAYAMA 
Tohoku Gakuin University 


What are the defining characteristics of the ‘Japanese employment 
system’? From an historical perspective, it is apparent that the popular 
view of the ‘three pillars’ which comprise the system — seniority-based 
wages, lifetime commitment, and enterprise unionism — is superficial 
and incomplete. Instead, one must focus on the kind of forces that inter- 
acted to shape the unique system of employment relations in Japan, and 
on the process by which the system’s various features eventually melded 
together. Ronald Dore’s study British Factory — Japanese Factory 
remains a suggestive starting point for considering the evolution of 
employment relations in Japan. He stresses the increasingly widespread 
desire for social equality among industrial workers as an important 
factor in the formation of the Japanese system. According to Dore, the 
Japanese system ‘differs from the British chiefly in that it accords to 
manual workers those privileges — fringe benefits like pensions and sick 
pay, considerable security of tenure, a rising curve of earnings constant 
with the increase in family responsibilities -— which in Britain are 
restricted to middle class workers, and almost entirely denied to those 
who work with their hands’; although, as he is careful to point out, 
Japanese white collar workers also differed from their British counter- 
parts in being less mobile and more organisation-oriented.! Kazuo 
Koike has published a detailed comparative study which supports 
Dore’s arguments, offering cross-national data on age—wage profiles and 
length of service to demonstrate convincingly the similarities between 
Japanese blue-collar workers and white-collar employees in Western 
firms. ? 

When, how, and why did ‘white-collarisation’ of the Japanese indus- 
trial workforce take place? As discussed elsewhere, ? an examination 
of the careers of skilled workers in modern Japan reveals that distinct, 
trade-based social groups of such workers did exist, but that the internal 
regulation of these groups was generally weak and that inflows of 
unskilled workers into their trades were not infrequent. Moreover, 
worker transfers — including those to other trades not closely related to 
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prior occupational experience —- were common at large Japanese 
factories before the Second World War. In general, Japanese blue-collar 
workers were characterised by a lack of strong allegiance to ‘trade’ or 
‘skill’, a low social status only marginally above that of the working 
poor (kasé-shakai), and a strong desire for social respectability and 
advancement. In the West, on the other hand, groups of skilled workers 
often attained a relatively high and stable status in society by develop- 
ing exclusive trade-based organisations with strong internal discipline. 
Significantly, Japanese white-collar employees, like workers on the shop 
floor, did not form any defined occupational groups with their own 
specific status cultures. The qualifications for white-collar employment 
were provided by a wide variety of educational programmes and 
institutions that around 1900 were open to persons from all social 
backgrounds, and academic credentials were used in due time as the 
main criterion for selecting business staff personnel. 

It is not surprising that the Japanese labour movement sought the 
elevation of worker status rather than the extension of class conscious- 
ness, and that staff employees — treated by the company as ‘regular’ 
members of the enterprise community — constituted a ‘reference group’ 
and a model for workers’ aspirations. Since the First World War, 
the Japanese labour movement has pressed for the principle of jinkaku- 
sonchd (‘respect as human beings’), a slogan best interpreted as a 
demand for equal treatment between shop-floor workers and 
white-collar employees. Under union pressure, the managements of 
large companies introduced a variety of welfare programmes such as 
regular hiring combined with intra-company training, annual or semi- 
annual pay raises, and pension funds. Some managers, proclaiming 
that shokk6 (manual workers) and yaku-in (white-collar staff) should 
constitute a harmonious whole, proposed a new single-status system 
of jagyd-in (employees) and introduced factory councils that were 
intended as alternatives to labour unions.* Nonetheless, sharp status 
distinctions still existed in Japanese factories during the inter-war years. 
This essay seeks to explore how the established status order collapsed 
during the tumultuous years of total war and as a result of democratisa- 
tion under the post-war American occupation. To illustrate the details 
of this process at the factory level, we will look at the changes in the 
specific work rules and wage systems. Special reference will be made to 
Hitachi Electric’s Hitachi Plant, the very subject of Dore’s study. 
The final section will offer an account of developments in the 1950s, and 
discuss the introduction of the regular hiring of blue-collar workers, a 
practice which constituted the finishing touch to the establishment of the 
‘Japanese employment system’. 
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H 
EMPLOYMENT RELATIONS IN THE INTER-WAR YEARS 


Hitachi Electric, which was originally an electrical machinery repair 
shop attached to the Hitachi Mine of Kuhara Mining, achieved complete 
independence and became a limited company in 1920. In due course, the 
firm established basic work rules and wage regulations that would 
remain unchanged in principle up to 1939, despite frequent minor 
revisions. The rules and regulations consisted of two parallel but 
separate codes — one for sha-in (white-collar staff) and the other for 
shokko (manual workers) — and the basis for differentiated treatment 
of employees depending on their status within the enterprise was 
created. 

Let us begin with the employment conditions of white-collar employees 
during the mid-1930s. According to the Shain Tokyu oyobi Hokyit 
Rei (‘ordinance on ranks and wages of white-collar employees’), sha-in 
were subdivided into an upper statum of shoku-in and a lower stratum 
of ko-in. There was also a separate category of kenshiisei (apprentices) 
in training to become sha-in. These trainees were youths of up to 20 
years of age who would normally be promoted to ko-in after completing a 
two-year apprenticeship. 

The single most important criterion in hiring white-collar employees 
was academic credentials; graduation from a university or a technical 
(commercial) higher school was expected for appointment as sha-in, and 
graduation from a vocational school was required for employment as 
kenshisei or ko-in. The firm obtained the vast majority of new recruits 
from fresh school leavers who had the recommendation of their insti- 
tution’s principal, academic advisor, or its employment section, and 
who had passed the entrance examinations administered in March 
and April of every year. By the 1930s, most major companies and banks 
had established the practice of regular hiring upon graduation, and 
many firms had come to be closely linked with particular institutions of 
higher education and secondary schools throughout the country.’ At 
Hitachi, graduates of post-secondary institutions formed 98 per cent of 
all those hired as sha-in between 1932 and 1938, with new graduates 
making up 77 per cent of the total. Graduates of vocational schools 
comprised 85 per cent of the kenshiisei and ko-in hired in the same 
period, with new graduates constituting 70 per cent of those employed 
in these categories. 

With regard to remuneration, most white-collar employees were paid 
a monthly salary. They also received a twice-yearly bonus, the total of 
which amounted, on average, to 12 months’ salary. Blue-collar workers, 
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meanwhile, were given bonuses which added up, at most, to only two 
weeks’ pay. The wage regulations prescribed the starting salaries of 
newly hired employees, the amount depending on academic credentials, 
and a regular pay raise with a merit component was annually available. 
An examination of salary data for all white-collar employees in 1936 
reveals two interesting points. First, salaries tended to rise sharply and 
uniformly during tenure with the firm, employees with 20 to 24 years’ 
service receiving a wage of almost three times the annual salary of 
employees with fewer than four years’ experience. Second, and more 
pertinently, if we consider employees with the same graduation year 
according to educational institution attended (university, industrial 
higher school, and vocational school), hardly any had experience in 
other companies and consequently received pay higher than the average 
sum of those recruited directly from school. White-collar workers 
had little financial incentive to change jobs and were strongly induced 
by the wage system to stay with one firm. The turnover rate of white- 
collar employees dropped dramatically in the late 1920s — when the 
practice of regular hiring became firmly entrenched at Hitachi 
~ falling to a level of around three per cent per year. The retention rate 
of white-collar staff employed in the late 1920s is estimated to have been 
about 70 per cent for graduates of vocational schools and 90 per cent for 
graduates of higher educational institutions. 

While regular hiring, seniority wages, and lifetime commitment 
characterised the employment relations of white-collar employees, 
those of blue-collar workers were far from being comparably systema- 
tised. Those hired directly upon graduation to become apprentices at 
the Hitachi Company Industrial Training School comprised only seven 
per cent of all male regular workers recruited between 1932 and 1938. 
Moreover, there was a considerable number of temporary workers, 
which amounted to about half the total of regular workers in the 
mid-1930s.° Most of these seem to have been probationary employees, 
since a document dated 21 August 1936 reveals that it was a common 
practice at Hitachi to hire all manual workers (except apprentices) as 
‘temporaries’, to be promoted to a regular position within a year or so.’ 
The turnover rate of regular workers was around ten per cent per year 
between 1932 and 1936, although the figure doubled in 1937 and 1938. 
It is apparent, nevertheless, that if we take the large pool of ‘temporary’ 
workers into consideration, worker mobility was actually much greater 
than is suggested by these figures. 

‘The company set a target daily wage for each blue-collar worker as 
the basis for determining individual payment rates. The company wage 
regulations prescribed the starting pay of inexperienced new employees, 
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and provided for twice-yearly wage increases based on a merit system. 
On the surface at least, these practices looked much like those applied 
to the white-collar staff, but they did differ in some important respects. 
Firstly, unlike salaried staff employees, blue-collar workers could not 
expect regular wage rises. Pay increases were given selectively, and 
the criteria applied were obscure and inconsistent, decisions on merit 
raises usually being entrusted to individual foremen or staff personnel 
at the worksite. The writings of workers in labour union periodicals give 
us an indication of just how arbitrary and how vulnerable to abuse the 
remuneration system was.'° Needless to say, under these arrangements, 
the daily wages of shopfloor workers did not necessarily rise with 
seniority. According to a study of the wage structure at Mitsubishi 
Nagasaki and Kobe Shipyard,'' the wage curve of the average common 
worker levelled off after 13 to 14 years of service, and began to decline 
after 18 years. While those with no prior work experience were paid 
almost the same when hired, irrespective of their age, the starting wage 
of experienced workers were generally set somewhere between the 
average sum of common labourers and that of foremen of the same age 
cohort. 

Secondly, those paid a daily wage amounted to only a portion of the 
total workforce, and the rest received payment by piece-rate. At 
Hitachi, time and motion study using a stopwatch was initiated in 1919, 
and standard operations and uniform pay rates were more or less 
established by 1925. This does not necessarily mean, however, that 
workers under the piece-work system were paid according to the jobs 
they actually performed. At Hitachi, as at other plants, it was common 
practice to undertake tasks in small groups, and in such cases payment 
was distributed to each worker based on his daily wage rate and 
the actual number of hours worked. Only the sub-foreman was paid a 
true day wage, but he also received an extra premium on his own and 
his subordinates’ attendance rates.’ 

As can be deduced from the above accounts, the actual pay of a piece- 
rate worker belonging to a small group depended on the efficiency of 
the group as a whole and the breakdown of the members’ daily 
wages, as well as on the worker’s own daily wage and the number of 
hours worked. The financial incentives for diligent labour were not par- 
ticularly strong under this system. The work rules for Shokko Shigy6é 
Kisoku, which were full of minute and meddlesome prohibitions and 
detailed punitive regulations, suggest that, in motivating shopfloor 
workers, the ‘stick’ was more commonly used than the ‘carrot’. The 
work rules present a picture of everyday factory life in the inter-war 
years that is characterised by worker laxity, strict surveillance by 
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company guards and authoritarian behaviour by the white-collar staff. 
A worker was not allowed, for example, to leave his place even during 
a rest period; he was liable to be fined if he interfered with the work of 
other operations, if he sang, spoke loudly or cursed, and if he climbed 
over walls. Workers could have their daily wages docked when they 
made or repaired private belongings, and when they polluted water for 
drinking or factory use. Workers were subject to dismissal if they incited 
opposition to the company, when they stole something from the work- 
place, and even when they tore an official notice. Company guards 
closely watched the workers’ gates, which were separate from those of 
the staff, and they refused admittance to all that arrived late or inebri- 
ated. The guards could also search a worker’s body and his belongings 
anywhere and at anytime if they thought it necessary. Management’s 
deeply rooted and entirely scornful preconceptions of the moral stan- 
dards of manual labourers lay at the heart of these intricate and explicit 
regulations for blue-collar workers. For white-collar employees, what 
corresponded to these work rules — Fukumu oyobi Shobatsu Rei (disci- 
plinary ordinances) and Kinmu Kisoku (service regulations) — were writ- 
ten in a strikingly different manner. Only four items were specified as 
warranting punishment, one of which was behaviour considered degrad- 
ing to the reputation of the company staff. This disparity in corporate 
regulations between white- and blue-collar employees reveals that 
the proclamation of ‘respect as human beings’ and the establishment 
of a single status of jdgyd-in were mere lip service by the company 
management. 

Another important aspect of status discrimination within the firm was 
the great income differentials between employment strata. According to 
an estimate based on data from Hitachi, the average yearly income 
(including bonuses and housing allowances) of staff employees in their 
late twenties who had graduated from university was 3.5 times that of 
shopfloor workers in the same age bracket. This differential expanded 
sharply to 3.7 times for employees 30-34 years old, 4.3 times for those 
35-39, and to 6.1 times for workers aged 40-44. The average vocational 
school graduate was paid 1.7 times as much in his late twenties as the 
average blue-collar worker, and the wage disparity tended to broaden 
considerably over time, becoming 2.2 times for the 30-34 year-old 
cohort, 2.8 times for ages 35-39, and 3.4 times for 40-44 years. Income 
differentials were closely related to differences in living conditions, 
which were reflected most visibly in the employees’ residential arrange- 
ments, especially in a company town like Hitachi. Houses supplied to 
staff employees by the company were called yaku-taku, and were spa- 
tially separated from the residences occupied by blue-collar workers. 
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The disparity in housing conditions was apparent, too, in the size of 
housing allowances given to those without company accommodation: 
the wage regulations specified the allowance to be 21 yen per month for 
a standard staff employee earning a salary of between 50 and 80 yen, as 
compared to three yen per month for a common manual labourer. 

Finally, the job security of shopfloor workers has to be briefly consid- 
ered. It is well known that mass dismissals were quite frequent in the 
inter-war years, and that in such instances elder workers with seniority 
were generally the most likely to be fired." According to an estimate of 
employment adjustment speed (annual data, man-base) in the manufac- 
turing sector in Japan, the average figure for the years between 1921 and 
1935 was 0.98, as compared to 0.38 for the years between 1956 and 1970. 
In other words, it took only one year to adjust employment to an equi- 
librium level in the inter-war period.“ At Hitachi, mass dismissals took 
place in 1930 and 1931, and 29 per cent of the total workforce on the 
company books at the end of 1929 were eventually fired. The proportion 
dismissed differed considerably by employment status, however. The 
figure for male regular workers was 36 per cent, as compared to only 12 
per cent for staff employees who had graduated from a vocational 
school or higher institution. Although we must avoid drawing hasty con- 
clusions from this data, the evidence clearly reveals status differentials 
within the firm. 


m 
THE IMPACT OF THE WARTIME PLANNED ECONOMY 


In 1939, shokko, the title officially given to the blue-collar worker 
stratum at Hitachi, was changed to ko-in, a term which used the same 
Chinese character, in (member), as the case of sha-in, the title applied 
to the white-collar status. Within a few years, there followed a series of 
revisions in the company’s work rules, more equal treatment being 
granted to all employees on leaves of absence for funerals, consecutive 
holidays, and wedding vacations. Also in 1939, the plant manager at 
Hitachi set up a new advisory committee on wages, soon after the 
Wage Control Ordinance was promulgated. This ordinance was merely 
the first step in the government’s efforts to extend full wage control 
over Japanese industry. A series of official pronouncements over the 
subsequent years — the Temporary Measures on Wages and Temporary 
Measures on Staff Salaries under the Wage Stop Order (1939), the 
Revised Wage Control Ordinance (1940), and the Corporate Account- 
ing Control Ordinance (1940) — forced the committee repeatedly to 
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revise Hitachi’s wage regulations, and drove reform of the piece-work 
system. Finally, the enactment of the Ordinance on Labour Manage- 
ment in Essential Industries (1942), which required designated plants 
to submit work rules and wage regulations to the Welfare Ministry 
for approval, led to the establishment of completely new employment 
regulations at Hitachi in 1943. The new rules were based, for the most 
part, on the standard guidelines recommended in the ordinance." 

Behind such extensive government intervention in the management 
practices, of private companies lay a sense of rising discontent with 
the laissez-faire economic order and the spread of new ideologies of 
statist planning, especially in the bureaucracy and the intellectual 
community.'® The ‘New Economic Structure’ movement of the Konoe 
Cabinet was of particular importance. Drawing on the model of Soviet 
Russia, the government’s Cabinet Planning Board drafted an ambitious 
blueprint for systematic reform, the ‘Essential Policy on the Establish- 
ment of the New Economic Structure’. The gist of this plan was the 
creation of a dirigiste economic order, one organized hierarchically into 
three strata (the government, industrial associations, and individual 
enterprises) and managed by means of quantitative directives flowing 
from the top down. After making some important revisions, the 
Cabinet authorised the plan in December 1940, and an Ordinance on 
Important Industry Associations was enacted the next year. 

Of fundamental importance to the original draft plan was reform of 
the essentially /aissez-faire nature of the enterprises that constituted 
the lowest stratum of the ‘New Economic Structure’. The Cabinet 
Planning Board insisted that enterprises should be ‘free from the control 
of capital based on the profit principle’, and proposed some daring 
prescriptions to encourage ‘the separation of management and owner- 
ship’, such as revision of the Commercial Code and controls over 
dividends. The Board drew up plans for the establishment of a ‘New 
Financial Structure’ and a ‘New Labour (kinro) Structure’ to reinforce 
the state’s ambitious vision of enterprise reform. The latter initiative 
outlined a new ideology of labour and management and it exerted a far- 
reaching influence, not only on wartime labour policy, but also on the 
workers’ perception of ‘fairness’ and the objectives of the post-war 
labour movement.!® 

In its original plan, the Cabinet Planning Board stressed that kinr6é 
(labour) should not be conceived as a tool of capital accumulation or 
a means of private gain, but rather as a form of service to the state. 
Kinrd was accordingly endowed with ‘honour, as well as responsibility 
to the nation of the Emperor’ and was considered a ‘manifestation of 
humanity’ (zen jinkaku no hatsuro). It was no coincidence that the 
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pre-war labour movement, which had aimed at the elevation of the sta- 
tus of workers, had used the slogan of ‘respect as human beings’ 
(jinkaku no sonchd). The connotations of the ‘New Labour Structure’ 
ideology were apparent: all labouring men (kinrd-sha) could enjoy a 
respectable position both within the enterprise and, in turn, in the 
national community as well. 

A crucial point is that the Cabinet Planning Board’s scheme identified 
kinr6-sha with seisan-jin (persons who took part in production, including 
managers and staff personnel), and claimed the ‘superiority of a substan- 
tive management body over an enterprise predominated by capital’ or 
stockholder control. The fundamental policy of the plan was to ‘make 
all seisan-jin unite and co-operate according to each person’s shoku-bun 
(function) without regard to differences in status position’ (author’s 
italics). Toward that end, the Board outlined in its plan a new form of 
labour organisation, one which allowed for management participation 
and whose membership was open to the entire ‘production management 
body’, that is to managers, engineers and clerical personnel, as well as 
working hands. We can safely conclude that the original plan aimed to 
transform a private company into a ‘production’ community belonging to 
all labouring men or seisan-jin, in which all employees would be differ- 
entiated only by function and not by status. 

Business leaders stubbornly resisted the ‘separation of management 
and ownership’ and, as a consequence, the ‘Essential Policy on the Estab- 
lishment of a New Economic Structure’, the plan ultimately authorised by 
the Cabinet, simply defined the enterprise as ‘an organic whole of capital, 
management, and labour’. While the basic attitude toward kinré elabo- 
rated in the Cabinet Planning Board draft plan remained almost intact in 
the authorised ‘New Labour Structure’ policy, certain expressions crucial 
to enterprise reform such as seisan-jin and ‘without regard to differences 
in status position’ were deliberately eliminated. Nonetheless, structural 
changes in corporate governance did occur as a result of financial reforms, 
and the position of stockholders in management decreased considerably 
after 1941.!? Labour management practices in private industry were also 
transformed, although this process was characterised by a regime of gov- 
ernment intervention and direct control which went so far as to deprive 
managers of autonomy in the setting of basic work rules and wage regula- 
tions. This was, of course, the case at Hitachi. 

The impact of the new official labour ideology was far-reaching 
indeed, especially on wage control policy. Literally speaking, since 
labour was considered service to the state, it was the responsibility of all 
workers to perform their jobs as efficiently as possible in order to fulfil 
their duty to the nation. Incentive wages were therefore inappropriate, 
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as a financial ‘carrot’ was presumably unnecessary. Wages had to be 
worthy of the ‘honour of the nation’, and had to guarantee a decent and 
secure living to workers and their families. This idea of ‘livelihood 
wages’ was pursued ali the more vigorously considering the sharp drop 
in real wages that was the grim reality of wartime Japan. The model 
wage rules provided by the Welfare Ministry specified the starting 
daily wages of all workers, with variations depending on sex, age, and 
years of experience. Various supplements, including family allowances, 
were prescribed, and a minimum wage was thus guaranteed to each 
worker, the minimum level rising with age and family responsibilities. 
Another model regulation stipulated that pay raises be given twice a 
year, and that all workers be eligible. Importantly, standards for 
maximum, minimum, and average raises were specified, the model rules 
recommending that the average should be at least five per cent of the 
mean daily wage. The Welfare Ministry’s strict enforcement of these 
guidelines struck a serious blow to the arbitrary wage increase practices 
that had been so common in the inter-war years.” 

The Ministry intended to ‘rationalise’ incentive wages in furtherance 
of its kinrd ideology. Ministry guidelines required that minimum, guar- 
anteed levels of pay and standard methods of calculating unit prices and 
standard job times be stated formally in wage regulations. While avail- 
able company data reveal a continuous and substantial increase 
in output pay over the course of the war,! some companies actually 
attempted to reform output payment schemes in such a way as to 
increase the stability of piece-workers’ earnings. Hitachi, for example, 
adopted a time-rate work system instead of the former piece-rate in 
1940, and established standard job times and individual time rates which 
corresponded to daily wages. Interestingly enough, prior to determining 
the correlation between time-rate and daily wage, staff personnel 
studied the relationship among age, income, and efficiency, and demon- 
strated that workers between 16 and 20 years of age and those over 36 
years old should earn less than would have been expected. Another 
important reform was introduced in 1943, when a part of each piece- 
worker’s wage packet was guaranteed, the proportion being a product 
of the daily wage rate and actual hours worked. According to data 
collected just prior to the end of the war, the breakdown of the average 
monthly income of time-rate workers at Hitachi was 108.54 yen in guar- 
anteed wages, 67.29 yen in incentive payments, and 20.20 yen in various 
allowances, the total amounting to 196.03 yen.” The wage system at 
Hitachi was almost identical with the ‘Guidelines for the Wages of 
kinrö-sha (ko-in)’ adopted by the Welfare Ministry in the closing days 
of the war. The chief provisions of the government guidelines were as 
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follows: (1) wages were to be composed of a base payment, a merit 
component, sundry allowances, and a bonus; (2) base wages were to be 
fixed, the levels determined principally on the basis of age, although 
length of service, rank, and skill were also considered. Payment was to 
be made monthly, but in case of unexcused absences wages were to be 
reduced for the days missed; (3) merit wages were to correspond to 
workers’ individual performances and comprise, in general, about 30 
per cent of the base wage.” It is remarkable that the guidelines were 
quite similar in basic outline to the famous Densan-style wages later 
demanded by post-war labour unions. 

While ‘white-collarisation’ of workers’ wages thus proceeded consid- 
erably during the war, the status order within Japanese enterprises 
was less affected by wartime reformism. The Welfare Ministry made 
two separate sets of model work rules, one for kd-in and the other for 
shoku-in, the latter explicitly identifying a staff employee as a leader 
within the firm. In the final analysis, the government differentiated 
kinrd-sha by hierarchical rank or status position, and not by function, as 
proclaimed in the draft plan of the ‘New Labour Structure’. Some 
progress was indicated, however, by the fact that the two sets of work 
standards were virtually identical in form, the titles and chapters of the 
staff's rules essentially paralleling those of the workers’ regulations. The 
disciplinary provisions for workers were quite simple, and punishment 
was much more lenient than that prescribed in the Hitachi code noted 
earlier. The model rules for workers proposed by the Welfare Ministry 
were not that different in form or in disciplinary philosophy from 
Hitachi’s post-war work regulations, which were applied to all em- 
ployees and which were established under labour union pressure. The 
government was not, however, as assertive in impressing its model work 
rules upon employers as it was in enforcing wage regulations.” Hitachi’s 
new work regulations of 1943 still stipulated minute, meddlesome pro- 
hibitions, and allowed for body checks by company guards. The revised 
regulations continued to contain a chapter of ‘workers’ duties’, which 
did not appear in the government’s model rules, although it specified 
many fewer items for punishment than former company codes. 

As the war intensified, the quality and morale of the changing labour 
force — and especially of drafted workers — declined sharply. In an 
attempt to compensate for this decay, the state and industry resorted 
to militaristic discipline and empty spiritualism as a means of revitalis- 
ing Japanese production. The gap between ideology and reality 
was unbridgeable, and it seems that the workers’ desire for change was 
steadily, silently mounting over the course of the war. Yet the desire of 
Japanese labour to have a decisive voice in enterprise reform had to 
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lie dormant until the American occupation, when finally the flag of 
‘democracy’ could be raised to its then highest point. 


IV 


‘EMPLOYEE UNIONS’ AND THE SEARCH FOR SINGLE-STATUS 
EMPLOYMENT 


In August 1947, intensive research was carried out for the first time on 
the post-war labour union movement which had, after starting from 
zero, come to organise about five million people or more than 40 per 
cent of the total work force within the year and a half following Japan’s 
surrender.» The results were sensational for those who expected the 
Japanese labour unions to follow the Western experience. The study 
revealed that almost all the unions surveyed were organised by enter- 
prise, and that more than 80 per cent of them were so-called kongo 
kumiai (mixed unions) of white-collar employees and manual workers. 
In most cases, union membership was open to those generally con- 
sidered to be managerial staff, including foremen, head clerks, and, in 
one-third of the unions, even section chiefs. Japan’s post-war unions 
were clearly jigyd-in kumiai (‘employee unions’), and this label was 
adopted by some organisations rather than the term ‘labour union’ to 
describe themselves. 

What accounts for the emergence of ‘employee unions’? Union 
responses to the 1947 survey, which asked why mixed unionism was 
adopted, provide important clues. The most common reply was that 
white-collar staff and blue-collar workers were both equally employees, 
and that no substantial difference existed between the two groups. The 
distinction, if any, was only in shoku-nd (function); that is to say, in the 
different way each contributed to the process of production. The author 
of the survey explained simply that ‘the concept of the mixed union can 
be interpreted as being related to practical aims such as the abolition of 
the status order, the democratisation of the enterprise, the adoption 
of a monthly salary system, and worker participation in management’, 
and that ‘the mixed union is regarded ideally as an organisation engaged 
in the struggle to win these aims and drive them home’. It is worth 
noting that several unions gave the answer ‘for the purpose of reviving 
industry’. Because capital had been sluggish in resuscitating Japanese 
production after the war, employees, including staff personnel, organ- 
ised unions in order to reform enterprises outside the control of capital, 
and thus further the rapid revival of the industrial economy.” It is not 
difficult to discern in this approach the profound legacy of the wartime 
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ideology which dictated that enterprises should be ‘production commu- 
nities’ dedicated to serving the nation. 

The development of labour organisations at Hitachi provides a good 
example of the evolution of ‘mixed unions’ in occupied Japan. At 
Hitachi, blue-collar workers and white-collar employees were organised 
separately at the beginning in January 1946, but the two had merged 
into the Hitachi Plant Labour Union by May.” Interestingly enough, 
management believed that the establishment of the labour union was 
actually led by progressively minded white-collar employees, who per- 
suaded leaders among the shopfloor workers to organise their own 
union.“ The workers’ organisation made its first demands only two 
weeks after its inception, and the document submitted to the plant man- 
ager is worth quoting at length to demonstrate what the workers sought, 
and more importantly, how they justified their demands: 


Our labour union is not a contentious organisation, but is founded 
on the belief that we should move beyond the existing capitalist 
order, encourage co-operation between management and labour 
through participation in management, create a system for making 
work interesting and involving, strive for industrial progress, and 
thus become the foundation stone on which the civilised nation of 
Japan may be established. 

But we must stop here and reflect. If labour is to move toward 
this goal, and attempt to contribute to the advance of industry, we 
must recognise first of all how important it is to improve working 
conditions. We cannot overestimate how significant it is to secure 
a minimum standard of living for the workers. 

How is a minimum standard of living to be guaranteed to the 
employees? Our experience indicates that the livelihoods of 
workers are not, at present, secure at all.... We are now facing a 
crisis in everyday life, and do not know what to do. 

Who dares to say there’s no need to be afraid that these 
circumstances have led to the disappearance of the willingness to 
produce? We believe we are in the midst of a crisis of work which 
is, in turn, a crisis in the course of our nation.”° 


The union demanded a doubling of wages, the payment of cost of living 
allowances, and an enhancement of retirement benefit. Significantly, 
it also called for several democratic reforms, the most important being 
the complete revision of ‘feudalistic’ work rules and the abolition of 
discriminatory treatment such as special yaku-taku staff residences, 
housing allowance differentials, and body checks. The management 
reply to these demands was, however, far from satisfactory from the 
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union standpoint. No actual steps were taken to revise the work rules, 
although some discriminatory policies were rescinded. On the matter of 
wage increases, the plant manager simply replied that he could not make 
a determination on the question by himself, and that the issue had to be 
considered on the level of overall company policy. 

Lack of action prompted the establishment of the Hitachi General 
Federation of Labour Unions, a development which launched a new era 
in the history of labour relations at the firm. Joining the swell of labour 
activism that was sweeping the country, the General Federation pressed 
its wage demands and a general labour agreement as well. An agree- 
ment was signed in June 1946 and gave the union broad powers in cor- 
porate management, even allowing it a voice in personnel management 
decisions such as hirings, discharges, promotions, transfers, and tempo- 
rary retirements. To facilitate involvement, its terms stipulated the 
creation of a Central Management Discussion Council as well as Factory 
Discussion Councils at each plant, and they emerged as instruments for, 
the ‘democratisation’ of company management. At the second meeting 
of the Central Management Council, held in October 1946, the General 
Federation demanded new work regulations which would be equally 
applied to both white-collar staff and shopfloor workers. Management 
was unable to present any reasonable objections and a plan drafted by 
the General Federation was authorised virtually without revision. The 
new code stated that ‘An employee should not suffer from any status 
discrimination in his occupational career based on his academic achieve- 
ment, age, sex, rank, etc.’ (Article IT), and that ‘a superior should always 
show respect to his subordinates as human beings, and perform his duties 
in a democratic manner’ (Article IV, author’s italics). 

The acceptance of new work rules was merely the beginning of a 
transformation in factory life at Hitachi Electric. The following month, 
the General Federation made what became known as the ‘Three Major 
Demands’: the abolition of the status hierarchy, the granting of pay 
raises in order to assure a minimum wage, and the revision of the labour 
agreement. It fought for two and a half months with considerable 
success, although some later complained about compromises on the 
issue of wage rises. At the same time, the Congress of Industrial Unions 
(Sanbetsu), which had been established in August 1946 under the influ- 
ence of the Communist Party, was gaining influence among the Hitachi 
labour unions, and most of them, including the Hitachi Plant Union, 
joined Sanbetsu in 1946 and 1947. The revised labour agreement 
demanded by the General Federation made it possible for the union to 
conclude an agreement with the company in the capacity of a branch of 
Sanbetsu. The new agreement encouraged further worker participation 
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in management, especially in personnel matters, secured freedom of 
political activities for employees, and took a firm, explicit stand against 
dismissals. 

The Hitachi management also agreed that the status distinction 
between sha-in and kd-in be abolished and that all the employees be 
classed as sho-in. A committee composed of management and labour 
representatives was charged with the task of executing the plan. The 
matter did not, however, prove easy to resolve. The most controversial 
issues were the equitable apportionment of employees into the new 
job categories, and the establishment of an appropriate wage system. 
Management supported worker classification by shoku-nd (function), 
and divided the functions into four categories: ‘Manual’ labour was split 
into direct or line and indirect or secondary operatives; ‘Mental’ labour 
into clerical work and planning. The General Federation simply divided 
all the employees between direct or line operators and the others ‘by 
common sense’. Interestingly enough, the General Federation did not 
deny the importance of shoku-no itself, nor did it raise any explicit 
objections to the division between manual labour and mental work. 
What it stubbornly opposed, however, was the specification of the ‘plan- 
ners’ category, which was clearly analogous to the former privileged 
status of shoku-in. The General Federation admitted that it was logical 
to categorise employees by function, but only ‘if they could be classified 
scientifically in the strict sense of the word’.*° It is worth remembering 
that Japanese workers were not particularly concerned with the divide 
between manual labour and mental work, as that distinction did not 
appear real to them, but placed complete confidence in ‘science’, which 
was assumed to be democratic and contrary to the status quo ante of 
managerial feudalism. 

To be sure, the Hitachi managers shared the workers’ belief in science, 
and this common faith exerted considerable influence on the subsequent 
course of events. In May 1947, the management and the General Fed- 
eration concluded an agreement which provided for a new, uniform 
wage system based on a single status of employees. The chief points 
of the agreement were as follows: (1) wages were to be composed of 
base wages, additional payments, and various allowances; (2) the base 
wage was to be fixed, and paid as a monthly salary; (3) additional pay- 
ments were to be made to direct or line operators based on the jobs they 
performed and were to comprise 45 per cent of the base wage; supple- 
mentary payments to indirect operators were to be determined by merit 
ratings, attendance rates and other elements, and were to comprise 30 
per cent of the base wage. Significantly, the new base wage rates were 
correlated with the ages of the employees — naturally more advantageous 
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to lower paid workers?! — and, at a stroke, wage differentials between 
the former sha-in and kd-in became almost non-existent. According to 
survey data from August 1947,” an Hitachi Electric white-collar worker, 
who had graduated from industrial higher school, was aged 31 with 
8-9 years of service and had two dependants, theoretically earned 3,252 
yen per month, while a blue-collar worker, aged 31 with 12-13 years 
of service and with two dependants, had a theoretical monthly income of 
2,745 yen. These figures were approximately equivalent to the standard 
level of wages at the nine companies surveyed in the electrical machinery 
industry, although three of them paid on average a blue-collar worker 
better than a white-collar worker. 

It appears clear that the model of Densan-style wages, articulated 
by Sanbetsu in its noted ‘October Struggle’ of 1946, strongly influenced 
the thinking of the Hitachi General Federation, and, in turn, affected 
the establishment of the new wage system mentioned. Nonetheless, 
in subsequent negotiations, the General Federation agreed to the 
introduction of a job-ranking system, which aimed to put an end to 
‘the feudalistic nature of wages set on an individual basis’, and to estab- 
lish the principle of ‘equal wages for equal jobs’ by ranking tasks 
through scientific research.” Endeavouring to ‘adjust the job-ranking 
system imported directly from the United States to the actual conditions 
of the company’,’ Hitachi management and labour nearly reached 
an agreement in April 1948.% In the end, however, the plan was 
never realised. Discussions were broken off when the General 
Federation demanded the establishment of a minimum wage system 
which calculated living costs based on calorific needs — that being a 
hallmark of the Densan-style wage structure — and launched into battle 
with the company. Only after the Hitachi ‘great strike’ of 1950, 
which marked a major shift of initiative in labour relations to the 
management camp, were the issues of job classification and wage 
determination finally settled. The management concluded that it 
would be impossible to apply a job-ranking system to the company, 
and that base wages would have to continue to be set individually. 
Each employee’s base rate would be adjusted annually through merit 
ratings based on divisions into planning, clerical work, indirect or 
secondary operation, direct or line operation, and special work such 
as security and medical services. Yet the management did not com- 
pletely abandon the idea that wages should be paid in accordance 
with the job being performed. It consequently sought to increase the 
proportion of additional payments in the wage packet, setting the ratio 
at 110 per cent of the basic wages of a direct operator, over twice the 
former rate of 45 per cent. 
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The company’s turn to incentive wages was not as successful as 
expected. Investigations carried out in June 1954 reported that addi- 
tional wage payments were actually quite uniform and consistent, not 
varying far above or below a standard rate of 100 per cent, and that as 
a consequence the labour union was indifferent to them.* This view 
coincides completely with Dore’s description of the situation in the late 
1960s.” Moreover, the Hitachi case does not appear exceptional.” 
Despite the advocacy of incentive wages by the Federation of Japanese 
Employers’ Associations (Nikkeiren), the proportion of workers paid 
under such schemes showed a sharp drop in the 1950s, falling from 46 
per cent of the total in 1950 to only 17 per cent in 1965. According to a 
recent study, Japanese managers during this period turned to strict per- 
sonnel allocation, instead of wage incentives, as their main means of 
eliciting diligence and dedication.” To do this, the so-called ‘rights of 
management’ had to be regained, and labour agreements giving the 
unions wide scope in managerial participation, notably in matters of per- 
sonnel administration, had to be reformulated. These conditions — and 
thus the ascendance of management — could only be realised in the wake 
of severe conflicts with labour and the destruction of the Sanbetsu 
federation during the era of the Dodge Line. 


V 
CONCLUSION 


In many ways, the course of labour relations in the Japan of the 1950s 
can be seen as an outgrowth of what transpired during the preceding 
years of ‘democratisation’ under the American Occupation. The 
General Council of Trade Unions of Japan (Sdhyd), which had origi- 
nated as a group of anti-Communist democratic cells (mind6d) within 
Sanbetsu, turned to the left as early as 1952, and launched an extensive 
political campaign against rearmament and the San Francisco peace 
treaty. It also sought a voice in shopfioor conditions, and for explicit, 
detailed labour agreements with management. ‘Shopfloor Struggle’ 
(shokuba tdso), a strategy developed by some leading unions such as 
those at Hokutetsu, Nissan, and Miike, even rivalled the vitality and 
unprecedented achievements in management participation which the 
union movement had attained in the early post-war ‘labour offensive’. 
What was new about the movement in the 1950s was that it focused on 
the regulation of the work process and who should control it, while 
regarding responsibility over personnel administration as one of the 
‘rights of management’.” 
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This new challenge to the authority of management in the 1950s 
disintegrated within a few years. By 1955, when the high-speed growth 
of the Japanese economy began in earnest, virtually all the activist 
unions (with the exception of that at Miike, which survived until 1960) 
had collapsed. In most cases, the contentious, politicised unions were 
replaced by the ‘second unions’ which sought to co-operate with the 
management, raise productivity, and share eventually in economic 
rewards. The famous spring labour offensive (shunt6), institutionalised 
during the era of rapid economic growth, can be seen as a mech- 
anism which ensured that labour unions would receive due rewards. Co- 
operative unions came to be the norm at large companies in the private 
sector by about 1960, a situation which was a prerequisite for the con- 
struction of the system of continuous innovation and flexible work 
organisation which took place over the ensuing decade. 

It took a relatively long time, however, for management to establish 
an independent wage policy which conformed to the distinctive con- 
ditions in Japan. Since frequent worker transfers were common under 
the flexible production system, it was apparent that wage rates had to be 
determined separately from the jobs actually being performed. 
Nonetheless, management as well as labour unions continued to look 
toward job-related payments throughout the 1950s, and Nikkeiren 
strongly supported functional wages based on ‘scientific’ job evalua- 
tions, even after it had abandoned efficiency wages. Once again, the 
application of a system imported from the West proved impractical, and, 
after ten years of trial and error, Nikkeiren fipally and definitively 
rejected foreign wage models in the mid-1960s. Nikkeiren concluded 
that, in order to promote meritocracy within the enterprise, wages 
should be paid according to each person’s job-performance abilities and 
be evaluated synthetically by merit-rating standards.“ 

‘Finally, the practice of regularly recruiting blue-collar workers from 
linked high schools,” a process formalised only in the 1960s, has to be 
briefly considered. Contrary to popular wisdom, the hiring practices 
of large factories in the 1950s were almost identical to those of the 
mid-1930s. Quantitatively speaking, those taken directly upon gradua- 
tion from junior high school to company training institutions were 
only a fraction of total recruits. The majority of newly hired blue-collar 
workers came from the large pool of ‘temporary workers’, who, once 
judged to be useful, were promoted to regular positions in their 
firms. What had a particularly great impact on this situation was the 
acute shortage of labour which followed rapid economic growth, and 
a remarkable improvement in academic achievement throughout 
Japan. The number of temporary workers fell sharply in the 1960s, and 
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companies began to employ high school graduates ~ who formerly 
would have worked in low-level white-collar jobs ~ as manual labourers. 
This shift had significant effects on recruitment management, since 
the major companies had already established a system in which job 
vacancies were matched to available graduates by the employment 
services at affiliated high schools, these arrangements paralleling the 
relationships forged between companies and the former secondary 
schools during the inter-war years. It is likely that companies had no 
choice but to introduce regular hiring practices for blue-collar employ- 
ees, as well as for white-collar staff, when they were forced to turn to 
high school graduates as their source of shopfloor workers. In this sense, 
the establishment of regular recruiting upon graduation can be inter- 
preted as another instance of ‘white-collarisation’, although much 
research remains to be done to confirm such an analysis. 
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Book Reviews 


DAVID KYNASTON, The City of London: Volume I. A World of its Own, 
1815-1890 (London: Chatto & Windus, 1994. Pp.1-497; illus. ISBN 0 7011 6094 
2, 25). 


The publicity for this book uses such adjectives and phrases as ‘superlative’, 
‘vivid’, ‘meticulously researched’, ‘unparalleled range of original source material’, 
and ‘first comprehensive study of the City of London’. With David Kynaston 
as the author there is the expectation that these claims are true, as he has 
written such business histories as those on the City’s own newspaper, the Financial 
Times, and the stockbrokers, Cazenove & Co. Undoubtedly the book is both 
readable and detailed, presenting a vast array of evidence and impressions 
of the City of London from a huge variety of sources, ranging from the literary 
to the factual, and from the contemporary to the historical. Also, as this is only 
the first of a projected three-volume account, taking the story up to the present, 
interested readers will have available to them, I estimate, approximately 
600,000 words on the subject. Will this provide us with a comprehensive history of 
the City of London? 

The book is divided into four sections and 21 chapters, with a chronological 
approach being adopted not only for the sections but also in the progression 
from chapter to chapter throughout the book. Essentially, the aim is to convey 
to the reader the atmosphere, events, and developments in the City at any 
particular time while also suggesting any underlying changes taking place. 
Section I briefly sketches in the City before 1815, laying particular stress on the 
opportunities created by revolution and war on the continent. The City that 
emerged from that period of turbulence and conflict is then traced up to 1844 in 
Section II. This is seen as something of a transition, as those who had brought 
the City of London to prominence in financial and commercial affairs, such as 
Nathan Rothschild, faded from the scene, to be replaced by more numerous 
but less dominant figures. A new City begins to emerge after 1844 and this is 
traced, in Section III, up to the Overend—Gumey crisis in 1866. In this period 
changes at home and abroad, in terms of communications, finance, and 
commerce, create a new atmosphere in the City, where the joint-stock banks 
replaced the private bankers of the past, though much individuality remains. 
Finally, the operation of this new City is followed in the final section, which ends 
with the Baring crisis of 1890. This section occupies almost half the book and 
presents a wealth of detail on all aspects of the City. 

The problem with this approach is that each section or chapter tends to merge 
into the next and it is very difficult to get a sense of what is important, or 
distinguish between causes and consequences of change. David Kynaston’s 
strength clearly lies with colour — the characters, individuals, feelings, atmos- 
phere of the City — its very life on a day-to-day basis. What is lacking is the 
purpose of it all, in terms of the City as a world financial and commercial centre 
of unparalleled importance. The result is a rather ethereal book — it entertains, 
even amuses, but it does not satisfy as it does not explain. The City of London 
is far more than the personalities of those who occupy it at any one time, but 
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this is the very element that is lost in David Kynaston’s book. It is comprehen- 
sive in that all that we can discover is here, but it is far from comprehensive 
in that there is little attempt to impose some kind of understanding on this 
evidence. 

David Kynaston recognises that for most people in the City work was both 
painstaking and repetitive. He also recognises that what that work added up to 
was, and still is, unintelligible to the layman. However, a book that concentrates 
on either the former or the latter or both would hardly appeal to a very wide 
audience, being either excessively dull or technically difficult. The result is a 
book that concentrates on the untypical and the episodic and glosses over the 
functions performed by the City and its workforce. It expands our knowledge 
of the City of London without deepening it. However, as a contribution to the 
literature it must be welcomed for it provides us with a glimpse of what the City 
of London — as a place — was like as a community in the nineteenth century. 


University of Durham RANALD MICHIE 


RICHARD H. TRAINOR, Black Country Elites: The Exercise of Authority in 
an Industrialized Area, 1830-1900 (Oxford: Oxford Historical Monographs, 
Clarendon Press, Oxford, 1993. Pp.xix + 437; illus. ISBN 0 19 820355 1, £48). 


Richard Trainor belongs to a group of historians who in the early 1970s set out 
to rediscover the nineteenth-century middle class, a search which eighteenth- 
century historians have now belatedly joined. His long-awaited monograph 
provides a comprehensive study of the Black Country ‘elites’, and takes its place 
beside a growing number of regional studies of the urban middle class. Based 
on a microscopic analysis of the elites of West Bromwich, Dudley, and 
Bilston, Trainor undermines in detail those views of British social develop- 
ment which have marginalised the contribution of industrialists, by seeing them 
either as too divided internally or too subservient to aristocratic values to 
emerge as coherent social leaders. For Trainor, while giving due recognition to 
the importance of local aristocrats, industrialists are central to the processes 
by which this raw industrial frontier, the neighbour of Disraeli’s recalcitrant 
Woodgate, was tamed. Based largely on coal-mining and metal manufacturing, 
employers strove successfully to create a stable community through their exten- 
sive involvement not only in industrial relations and workplace paternalism, 
but also through their part in local government, religion, party politics and 
philanthropy. In this analysis, refreshingly free from antinomies, hegemony, 
and organic intellectuals, the Hickmans, Kenricks and Reuben Farleys emerge 
as civic ‘heroes’, joining the unashamedly plain middle class in action which 
gradually overcame the political, class and sectarian conflicts which had so 
alarmed government in the 1840s. Trainor convincingly shows that these local 
elites were able to shake off the shadow of Birmingham’s more ostentatious 
civic gospel, but, with a middle class greater in numbers, wealth and resources 
than often thought, were able to achieve in their communities co-operation, 
harmony, and convergence. 

Trainor sets out his case by skilfully interweaving a vast range of archival 
and parliamentary sources with a well-developed secondary literature, and 
numerous unpublished theses. Information on elites is neatly deployed in a 
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series of impressive tables (a restrained reminder of the author’s pioneering 
role in the Computers in Teaching initiative) from which the characteristics of 
his towns emerge — West Bromwich, a boom town, with a strong Liberal Non- 
conformist presence, Dudley, more diversified economically, with a marked 
aristocratic presence and a rooted Tory-Anglican elite, Bilston, smaller, over- 
shadowed by Wolverhampton, backward in civic innovation but forward 
in labour politics. At times, one wonders how important it is to delineate the 
exact differences between Bilston and Bromwich, and sighs for a wider frame of 
reference — at least Foster’s three disparate towns (Oldham, Northampton and 
South Shields), if not Briggs’ Victorian Cities. It must also be noted that 
Trainor’s use of the term ‘elite’ is a rather unusual one, for it is defined by office- 
holders, and therefore is not coterminous with the economic elite — hence, a 
committee member of a local dispensary stands alongside county JPs, or, at 
extremes, the Earl of Dartmouth alongside Charles Beech, plassworker. Even 
so, it works well for his major purposes, and, for the most part, the Black 
Country elites are put in an enlightened comparative framework. As a result, it 
is a study which is unlikely soon to be bettered for this regional elite. 

It probably also marks the turning point in such elite studies, for one suspects 
that the emphasis here on the structural, to some extent static, definition of 
elites, will give rise to a greater emphasis on context, language, ideology, and the 
part of women. The preoccupations of the 1990s can, however, be addressed 
with the confidence that the concerns of an earlier generation have achieved in 
this study a model exposition. Above all, now that we have recovered so many 
of the fragments of the Victorian middle class (with some notable exceptions) 
perhaps it is time to put Humpty Dumpty together again. 


London School of Economics ANTHONY HOWE 


T.R. GOURVISH AND R.G. WILSON, The British Brewing Industry, 1830-1980 
(Cambridge: Cambridge University Press, 1994. Pp.xxv + 690, illus. ISBN 0 521 
45232 5, £50). 


For years historians have been lamenting the fact that there was no compre- 
hensive history of the brewing industry in the nineteenth and twentieth centuries 
to complement the one written by Peter Mathias covering the period from 
1700 to 1830. True, there have been admirable surveys by John Vaisey and by 
Kevin Hawkins and C.L. Pass, but these are limited in scope, and in any case are 
confined to the period after the 1880s. There is a considerable literature on 
various specific aspects of brewing’s history, such as public houses, temperance 
and individual brewing firms. But these do not add up to a full business history 
of the industry. 

So here at last is the book that does set out to provide a general history of 
brewing over a period of 150 years. It presents detailed analysis of the economic 
and social factors affecting this industry: fluctuations in demand, changes in 
leisure pursuits, the relationship with government and temperance pressure 
groups. It charts the many and great changes in the business of brewing: in the 
structure, direction and management of the industry, the types of beer brewed, 
and the marketing, distribution and sale of beer. 

The geographical area covered throughout ıs the United Kingdom, in which 
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respect this work is broader in scope than that of most others, including Peter 
Mathias, whose main theme was the rise of large-scale brewing in London. One 
important result of this is that many parts of brewing’s story that are reasonably 
familiar, such as the rise of the Burton’s brewers are set within a truly national 
context. Part I of the book, covering the years 1830-1914, surveys the varied 
scene that was Victorian brewing, an industry that embraced hundreds of small, 
local firms, brewers of regional importance in England and Scotland, and the 
major firms of London and Burton, as well as Guinness in Dublin. The brewers 
of Burton were ‘quicker off the mark than historians have recognised hitherto’ 
(p.108) in establishing themselves in markets across the country, pre-empting 
expansion by brewers of other regions. But the enormous and rapid growth 
of Burton did not have magic inevitability about it, and can be appreciated the 
better for being placed within context. 

Part II takes the history on from 1914 to 1980. The management of brewing 
in the years up to the mid-1950s has often been regarded as being in a conser- 
vative, club-like, family-dominated manner. This thesis is examined in the light 
of the trends in merger, rationalisation and marketing that were features of the 
industry at this time. The conclusion reached is far more measured than that of 
the writer in the Economist who had claimed that brewing was a ‘picturesque 
dinosaur’ (quoted on p.374). Any cosiness in the management was shaken out 
by the radical restructuring of the industry from the late 1950s onwards that 
brought about an industry dominated by a handful of national brewers. In the 
discussion of these developments the fruits of the co-operation and openness 
extended to the authors by many in the brewing industry are perhaps most 
apparent. Encouraged, no doubt, by the Brewers’ Society, at whose instigation 
the book was commissioned, many brewers allowed access to records of all the 
years up to 1980. This, of course, allowed a more rounded description than 
would have been possible from accounts in the press and published company 
reports alone. 

The authors made their division of labour such that Richard Wilson wrote the 
first half and Terry Gourvish the second. Inevitably there are differences of 
emphasis between the two, and some lines do not follow through from one part 
to the next. This reflects the main concerns of the two parts, for Part II, need- 
ing to deal thoroughly with the extensive rationalisation and restructuring of the 
twentieth-century industry, is not able to discuss in as much detail such things 
as the production and procurement of malt and hops. These, though, are issues 
secondary to the main themes of great change in the structure and organisation 
of an industry within the context of economic, social and legislative change. 

This assuredly will be the standard text on the brewing industry for some time 
to come. However much revision they may make, especially in reconsidering the 
most recent decades, historians will still need to come back to this volume. 


University of Reading JONATHAN BROWN 


ROY CHURCH, The Rise and Decline of the British Motor Industry (London; 
Macmillan, 1994. Pp.x + 140; 16 tables and figures. ISBN 0 333 45317 4, £5.99). 


Roy Church’s book provides a thorough yet manageable survey of the rise 
and decline of motor car manufacturing in Britain as an independent national 
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industry. It also emphasises the industry’s wider importance, noting that in the 
1950s and 1960s perhaps one-third of the British economy’s industrial growth 
was generated by this sector. Although essentially a distillation of previous 
research, the book does provide a number of interesting insights into some of 
the key elements which influenced the progress of motor manufacturing in 
Britain; Church’s deft analysis of Lewchuk’s ideas is one example. Although the 
book covers in some detail the period before 1945, the post-war decades receive 
greater attention, reflecting perhaps the balance of the literature as well as 
the centrality of events surrounding the BLMC/BL mergers. The significance of 
the two world wars is touched upon but not developed to any significant extent. 
Church’s discussion of the emergence of the industry focuses mainly upon the 
reasons for its relatively late appearance in Britain, while his analysis of decline 
stresses the failures of government policy, management strategy and the British 
system of industrial relations. It is a pity that the industry’s more recent 
successes are not included since these provide the backdrop to the latest twist 
in the history of the motor manufacture in Britain associated with BMW’s 
purchase of Rover. 

Church’s book is well researched and articulated with clarity and conviction. 
Perhaps more attention ought to have been given to the connections between 
the inter-war and post-war periods, including financial and production manage- 
ment. Similarly, the Second World War had important long-term effects which 
might have been more fully developed, especially in terms of industrial structure 
and labour relations. More generally, occasional references to the components 
side of the industry suggest issues of importance which justify some amplifi- 
cation. However, the relationship between the motor manufacturers and their 
suppliers is an area of research which has remained relatively untouched. 

This book is a useful introduction to the economic history of the motor car 
industry. [t provides a good summary of the key trends and debates which 
are likely to be of interest to business historians, while Church’s lucid style and 
skilful marshalling of the facts render it suitable for the general reader. 


De Montfort University DAVID THOMS 


CLEMENS WURM, Business, Politics and International Relations: Steel, Cotton 
and International Cartels in British Politics, 1924-1939, trans. Patrick Salmon 
(Cambridge, New York, Victoria Australia, Paris: Cambridge University Press 
and Editions de la Maison des Sciences de l’ Homme, 1993. Pp.xvii + 398; tables. 
ISBN 0 521 40520 3, £50, $79.95). 


The author, translator and publishers are to be congratulated for making this 
excellent, revised version of Industrielle Interessenpolitik und Staat. Inter- 
nationale Kartelle in der britischen Aussen- und Wirtschaftspolitik Wahrend der 
Zwischenkriegszeit available in English. The German version of the book was 
published in 1988, and Clemens Wurm has achieved the impossible since then: 
skilfully incorporating new archival material and subsequent literature, while 
reducing the book’s length. 

Based on thorough research in a vast array of archives and complete mastery 
of secondary literature, this beautifully written study investigates both the posi- 
tion of the British steel producers with regard to the cartel of the continental 
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steel industries, and the attempt of the Lancashire cotton industry to reach 
a market-sharing agreement with Japan in the 1930s. The book is important 
far beyond the superb case studies of two key sectors; at the same time, 
Wurm provides a carefully constructed analysis of the role of the state in 
British industrial politics, and the ways in which business mobilised state 
power (and vice versa), co-operating and clashing in response to foreign com- 
petition and sectoral decline. Historians, he rightly argues, have concentrated on 
monetary and financial policy and neglected foreign trade and the foreign policy 
dimension. 

Wurm provides the first study of British relations with the International Steel 
Cartel (Entente Internationale de l’Acier) in the 1920s and the negotiations 
leading to British entry in the 1930s. The British steel industry failed to join the 
EIA not because of the industry’s organisational deficiencies, but because 
individual firms believed that the development of relations with the Empire 
held better hopes of the future than did closer connections with Europe, and 
especially because the quota offered by the EIA was unattractive. Yet what 
was decisive was not just the British firms’ high costs but the government’s 
adherence to free trade. British steel firms lacked the bargaining weapons 
necessary to extract concessions from the continental industries. Rather than 
give British firms a reasonable quota allocation and withdraw at least partially 
from the British market in order to secure British membership and strengthen 
the cartel’s ability to influence prices and markets, the EIA opted to let Britain 
alone, expediting its own formation and keeping intact the members’ shares 
of the open and lucrative British market which acted as a safety valve for the 
cartel’s surplus production. 

The turning point for British steel producers came with the world depression 
and advent of the protective tariff in 1931~32. Wurm provides a fine study of 
the Import Duties Advisory Committee and shows how the steel trade was able 
to use the theoretically apolitical Committee (in no other industrialised country 
were decisions about tariffs so detached from representative political insti- 
tutions) to acquire a level of tariff protection by 1935 far beyond that thought 
possible in 1932. He documents how the tariffs led to the recovery of the 
steel industry, as well as giving it a powerful bargaining tool in negotiating 
membership of the new continental steel cartel. Moreover, he argues that 
the government that ignored the demands of the steel industry in the 1920s co- 
operated in the 1930s not just because of the strength of the steel interests, 
but also for reasons for foreign policy. Paradoxically, the national government 
saw the cartels that resulted from the tariffs as a way of securing international 
economic co-operation and, following from that, political peace. 

Where the steel industry reflected the preoccupation of British foreign policy 
with Europe, the cotton industry reflected the other main preoccupation of 
British foreign policy in the inter-war years, the Far East. While the steel 
industry’s chief problem was the challenge from the industries of Europe in the 
home market, that of Lancashire was competition from Japan and the collapse 
of its Indian and Far Eastern markets. Wurm demonstrates why Lancashire 
could not use measures similar to those of steel to solve similar structural 
problems (out-dated technology, too many small firms, high unemployment and 
lower cost foreign competition). By concentrating on the strategy of British 
cotton industrialists toward Japan and the relationships between Lancashire and 
Whitehall and Japan, Wurm complements much existing literature which 
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focuses on the relationship between Lancashire and India and provides a 
corrective to diplomatic studies which underestimate the significance of 
economic conflicts for the political rivalry between Britain and Japan. Wurm 
points out that the British cotton industry demanded aggressive government 
measures including export subsidies, Empire preferences and the denunciation 
of the Anglo-Japanese Trade Agreement. Instead, the government wanted 
the industry to take responsibility for regulating international competition, 
and it pushed the industry into unsuccessful negotiations with the Japanese 
cotton industry for a cartel agreement limiting Japanese exports. When the 
negotiations failed, the British government reluctantly appeased Lancashire, 
introducing quotas on imports of Japanese cotton goods into British colonies 
despite Foreign Office and Board of Trade fears that even these relatively 
mild measures would jeopardise British foreign policy and relations with Japan, 
as well as help to shift the balance of politics within Japan toward militarism. 

Wurm’s achievement is to demonstrate that ‘economic factors alone cannot 
explain why the steel industry was successful, and the cotton textile industry 
unsuccessful, in the search for international cartel agreements’ (p.288). Inter- 
national relations can have major internal repercussions; ‘commercial 
diplomacy’ mattered. After this splendid study, accounts of industrial decline 
in Britain during the inter-war years must include diplomatic and political 
considerations as well as examination of classical sources of weakness such as 
productivity and business organisation. 


University of Glasgow MARGUERITE W. DUPREE 


B.W.E. ALFORD, RODNEY LOWE and NEIL ROLLINGS, Economic Planning, 
1943-1951: A Guide to Documents in the Public Record Office (London: HMSO, 
1992. Pp.xi + 1172. ISBN 011 440238 8, £75). 


The Public Records Office has previously commissioned or produced from 
within its own resources handbooks to categories of records which have attracted 
scholarly attention If researchers are able to undertake groundwork before 
arriving at Kew, they should be able to utilise their time at the Records Office 
most profitably (reading documents and standing in the photocopying queue) 
and freeing the time of PRO officials in the searchrooms to devote their time 
and energies to more profitable pursuits (their own researches, for example). 
Previous handbooks have, however, tended to give only very bare descriptions of 
the material contained within their lists of files. As a result, the inter-war and 
wartime handbooks have been good but only general guides to the records 
available. This weighty tome is however a much more detailed guide to records 
than has been available hitherto. It begins with an introduction on the broad 
political and administrative context within which economic planning evolved 
between 1943 and 1951 — covering the period from when wartime departments 
first began to think about their policy in the post-war world until the fall of the 
Attlee government and the end of conscious attempts to plan the economy for 
a decade. The meat of the volume is contained in the next 1,010 pages, 
with detailed descriptions of files of the Cabinet Office (830 pages), the Prime 
Minister’s Office (20 pages), the Central Economic Planning Staff (40 pages), 
and the Economic Section (40 pages). In subsequent chapters there are 
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summaries of records of the Treasury (with detailed description of the budget 
. papers and those collected by Sir Edward Bridges) and summaries of the records 
relating to economic planning of other departments including the Board of 
Trade, the Ministries of Labour, Agriculture, Supply, Transport, Works and 
Power. This is a prodigious effort and is undoubtedly an advance on previous 
PRO handbooks - a real boon to the vast and growing number of researchers 
interested in the Attlee years. This is a work of genuine scholarship. 

It is churlish to criticise such a useful addition to the support system for 
research, but two comments come to mind. First, the focus is very much on the 
centre of the administrative machine. As noted above, 80 per cent of the space 
is devoted to the files of the Cabinet Office. These files are anyway the easiest 
to use at the PRO. Most researchers learn quickly how to use the indexing 
system of the Cabinet committee files. The description of material in the files 
of departments which sponsored the various sectors of British industry does not 
go far beyond the standard PRO handbook format. The comparative neglect of 
‘non-central’ planning extends to the introduction. The Ministry of Agriculture 
pioneered practical economic planning in Britain, including the use of specialist 
advisers to draw up and monitor production targets. Guaranteed prices and 
planned domestic production was the apogee of British interference in the free 
market but no mention is made in the introduction. Physical planning in the 
form of Town and Country Planning is considered only when the topic appeared 
on the Cabinet agenda. There is no guide to the records of the Ministry of Town 
and Country Planning. Secondly, the format is scarcely user-friendly, despite an 
extensive index and cross-referencing. This criticism has to be put into context; 
the catalogues held at the PRO are even less easy to use (hence the need for 
handbooks). However, this material should have been published in CD-ROM 
format. Only electronic sorting and indexing systems will take the drudgery, 
eye-strain and sheer tedium out of preparing for a spell at the PRO. 


University of Exeter ALAN BOOTH 


MICHAEL DINTENFASS, Managing Industrial Decline: Entrepreneurship in the 
British Coal Industry between the Wars (Ohio: Ohio State University Press, 1992. 
Pp.xvii + 290. ISBN 0 8142 0569 0, $69.50). 


This book, which is lucidly written, seeks to examine the causes of the decline 
of the inter-war British coal industry through a detailed comparative study of 
the managerial performance of four coal companies. In this way, Dintenfass 
seeks to restore entrepreneurial performance to what he sees as its proper place, 
centre stage, in the study of economic and business history. His conclusion is 
that poor managerial performance was a contributory factory to the decline of 
the British coal industry between the wars. 

The book is the first to attempt a complete, detailed comparative study of 
individual business performance in the inter-war coal industry. By considering 
three key aspects of managerial performance — labour relations, works opera- 
tion (choice of technique) and marketing — as well as through an examination 
of collectivist responses to industrial decline, Dintenfass is able to argue 
that, despite the industry’s problems between the wars, there was scope for indi- 
vidual firms to do well. His study reveals that there was no single, unique policy 
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option which ensured success: for a company to succeed it had to combine 
a pragmatic approach to both production and marketing organisation with 
an ability to develop the necessary managerial competence to implement the 
determined strategies. 

Whilst it would be difficult to disagree with this overall finding, and whilst 
Dintenfass’s arguments are generally well presented, they are not however, 
always convincing. To generalise about a whole industry on the basis of four case 
studies, the usefulness of one of which (Waterloo Main) is questionable in regard 
to the detail available, is undoubtedly heroic. If his sample had considered 
companies from coalfields other than West Yorkshire and Northumberland, 
would different results have been found? Would a larger sample have revealed 
a dominant ‘successful’ strategy? More work on these issues obviously still 
needs to be carried out, as it does on the interpretation of individual company 
performance. Here the book can occasionally be crucially thin on relevant detail, 
leaving us with no option but to accept Dintenfass’s explanations. For example, 
he argues that three of the companies enjoyed higher prices for their coal 
because of their attention to marketing, but possible alternative explanations, 
such as that the higher prices were due to higher quality coals, cannot be properly 
evaluated because key details, such as the chemical composition of the different 
coals and the prices realised for them, are not presented. 

The fundamental weakness of the book, however, is the lack of detail regard- 
ing the issue at the centre of Dintenfass’s thesis, decision-making. Whilst 
Dintenfass, to be fair, admits at the outset that the surviving records of the 
companies examined do not allow him to analyse this aspect of the firms’ 
activities, one can seriously question the choice of both the key thesis and 
the sample of companies studied if the latter fails to provide information on the 
former. This ts a pity, since business organisation and decision-making are areas 
about which business historians know all too little, and this book does little 
to advance our knowledge of these issues. Indeed we are denied a clear picture, 
even for the companies studied, of their management structure below the 
very top level, how this changed over time, and of any tensions over investment 
decisions that may have existed between boards and management. 

Despite its failings, there is no doubt that future historians of the inter-war 
British coal industry and business historians generally will no longer have an 
excuse for ignoring a company’s marketing policy or its general management 
organisation in any overall assessment of performance. Whilst the omissions of 
this book leave me unconvinced by a number of Dintenfass’s conclusions, it 
undoubtedly demonstrates the possible insights to be gained from analysing 
individual] business performance. Hopefully future studies will yield more details 
about business organisation and decision-making than are revealed in this study. 


Cardiff Business School TREVOR BOYNS 


MICHAEL ROPER, Masculinity and the British Organization Man Since 1945 
(Oxford: Oxford University Press, 1994. Pp.xi + 259; illus. ISBN 0 19 825693 0, 
£25). 


On 9 February 1977 Harold Geneen, the archetypal cold corporate raider, bid a 
tearful farewell to ITT. Geneen’s tears spoke not just of his regret at losing his 
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bitter fight to remain CEO, but also of the importance of management and 
power to Geneen’s definition of himself as a man. For Michael Roper, the 
‘emotional economy’ of the corporation is the hidden dimension of organisation 
and management ignored or suppressed by business history. 

The history of the post-war managerial revolution in British business is 
conventionally depicted as the belated triumph of the professional bureaucrat 
over the ‘gentleman amateur’ of the family firm. But Roper’s stimulating 
examination of the life histories of 30 managers - 25 men and 5 women 
— challenges the myth of the rational organisational man. Roper’s subjects, an 
eclectic bunch which includes a former boxer who shadow-boxed throughout his 
interview, were all born before 1939 and reached the peak of their careers in the 
1980s. Executive patronage and male bonding within and between managerial 
generations were more important factors in shaping career paths than contests 
within corporate meritocracies. In these life histories, executive sponsors are 
depicted as father figures who set tough standards but who command intense 
loyalty. The relationship of mentor and protegé at the heart of management 
successions is refracted through a language of heterosexual intimacy rather than 
an exclusively rational discourse. 

If military service, or at least National Service, was a crucial formative experi- 
ence for this generation, then they also shared a distinctive managerial culture. 
Above all, these men defined management in terms of a hard masculine cult of 
manufacturing. For every respondent, the moments in their career from which 
they derived greatest satisfaction were those when they successfully asserted 
themselves in the essentially male world of the shopfloor. For such ‘hands-on’ 
managers, promotion to headquarters was a mixed blessing. To move from 
production to planning often involved feelings of loss and emasculation, as they 
were forced to use influence rather than personal power to achieve their ends. 

This provocative book makes a remarkable contribution to our understand- 
ing of a neglected dimension of British management. Although I suspect it will 
infuriate many readers, it deserves to be widely read by business historians. 


Glasgow University ALAN MCKINLAY 


DAVID J. JEREMY and GEOFFREY TWEEDALE (eds.), Dictionary of Twentieth 
Century British Business Leaders (Sevenoaks, Kent: Bowker-Saur, 1994. 
Pp.ix—-250. ISBN 0 86291 594 5, £35). 


Dictionaries (even short ones) can be excruciatingly boring. This one is not. In 
addition to the usual biographical details relating to origins, education, business 
and public achievements, some entries also contain allusions to political, sexual 
and criminal tendencies. None of the entries revealed all three (though possibly, 
by neglecting Private Eye as a source, the editors may have missed a trick). 
The criteria for inclusion among these short biographies are eclectic, resulting 
in the choice, for the main part, of leaders of large organisations, variously 
defined, and including foreigners active in business in Britain. Such an approach, 
combined with a coverage extending more than 40 years beyond the terminal 
date of the massive, multi-volume English and Scottish dictionaries of business 
biographies (on which the authors draw heavily but which as they are already 
recorded are excluded from this review), enables the editors to include figures 
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whose companies, shops and products have become icons of modernity. Among 
these are Laura Ashley’s dress shops, the Habitat stores of Terence Conran, the 
politically correct Body Shop of Anita Roddick and husband, the flamboyant 
and ambiguously appealing Tie Rack and Sock Shops of Sophie Mesina, Alan 
Sugar’s Amstrad, and the creative but volatile image-making machine of Saatchi 
and Saatchi. 

The last three entries show the presence of business leaders whose hitherto 
spectacularly successful companies have fallen recently on hard times, under- 
lining the fragile basis of leadership of even major nationally established 
companies in the global economy of the late twentieth century. Several entries 
chart the rise from rags to riches followed by a transition to a less comfortable, 
more restricted, lifestyle. For example, George Walker progressed from portering 
at Billingsgate to professional boxing, betting shops and property investment, 
which included ownership of the prestigious London Trocadero and the Brighton 
Marina. His Brent Walker Company collapsed with the end of the property 
boom in 1987, after which he was charged with theft and false accounting 
(followed by dodgy dealing in the new Russian Republic). So ended Walker’s 
dubious claim to be a business leader. 

Indeed, in several instances the definition of a ‘business leader’ challenges 
credibility. Whom were they leading and with what long-term effects? Cheats 
and fraudsters are included, notably John Poulson, the unsavoury criminal archi- 
tect who was aided and abetted by the equally flawed ‘visionary’ Newcastle 
councillor, T. Dan Smith (also imprisoned). Ernest Saunders and Gerald 
Ronson are here too, both convicted of share-rigging and false accounting 
related to Guinness’s takeover of Distillers. Each received a prison sentence. 
Similar charges were brought against Peter Clowes, the financial services 
operator whose cynical manipulation of elderly investors in search of security 
duped the DT], ruined his clients, and led to gaol. Such a fate was avoided by 
Tiny Rowland of Lonrho whose nefarious financial malpractices (described by 
former Prime Minister, Edward Heath, as ‘the unacceptable face of capitalism’) 
were comparable with those of Asdul Nadir, owner of Polly Peck. He opted 
for exile to escape charges while Robert Maxwell, whose financial dealings 
had prompted the DTI to issue the financial equivalent of a government health 
warning, was the central figure of a family bankruptcy reckoned to be the 
biggest in British business history. He took the ultimate evasive action — prefer- 
ring death to imprisonment — following criminal charges arising from pension 
fund chicanery on a grand scale as well as other serious financial misdemeanours 
for which his sons now face legal action. 

Occasionally, the personal lives of our recent business leaders also surface, 
notably the sexual prowess of Ralph Halpern (giving a new meaning to the 
phrase ‘gone for a Burton’?), the widespread fecundity of James Goldsmith, and 
the reckless, yet disarming, self-confidence of Gerald Ratner whose inspired 
simile linking his company’s jewellery with ‘crap’ was a stunning admission 
precipitating the collapse of both personal reputation and corporate standing, 
causing shares to plummet overnight. The reaction of his co-directors and share- 
holders was only marginally less poisonous than that of David Ogilvie, whose 
public relations company was taken over by the financial predator, Martin 
Sorrell. Ogilvie described him as ‘an odious little jerk who never wrote an 
advertising copy in his life’. 

Hubris is also evident, for example in the pompous utterances of Robert 
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Horton, BP’s chairman, who, shortly before he was removed by a boardroom 
coup, declared: ‘Because I am blessed with a good brain I tend to get the right 
answer, rather quicker and more often than most people’. His political connec- 
tions with the Conservative Party are relevant in explaining his next appoint- 
ment as deputy chairman, of British Rail, where his brief was to prepare for 
privatisation and subsequently to become chairman of Railtrack. Connections, 
whether through membership of, or financial contributions to the Conservative 
Party, recur in the entries. 

The inclusion of earnest and honest Cadburys, Rowntrees, and Pilkingtons 
notwithstanding, this dictionary often makes for depressing reading. Light relief 
makes it bearable, notably the entry for Howard Hodge, chief executive of an 
international funeral conglomerate founded in England by the Hodge family in 
1850. By floating the £90 million public company in 1991 he secured a £9 million 
capital gain and early retirement, which afforded him time to rest in peace and 
to reveal the mysteries of the funeral industry in a book entitled How to Become 
Dead Rich. 


University of East Anglia ROY CHURCH 


SHEILAGH C. OGILVIE (ed.), Proto-Industrialisation in Europe (special issue of 
Continuity and Change) (Cambridge: Cambridge University Press, 1993. Pp.205. 
ISBN 0 5214 5798 x, £14.95). 


As the first of three major works in press on the state of proto-industrial 
research, the six articles in this special issue of Continuity and Change are a 
valuable resource for English scholars, not least because they summarise much 
work not currently available in English translation. The opening article by 
Ogilvie is characteristically lucid, reviewing the patchwork of organisational 
forms and the complex patterns of spatial and chronological variation in the 
intensity and implications of proto-industrial development emerging in recent 
research. Five broad explanations are adopted for this diversity — differing 
technical and physical requirements, differing agrarian structures and mecha- 
nisms governing access to land, the varying role of guilds and the state and 
differing social contexts. The article is inventive, advancing the concept of cost 
(monetary and opportunity), as a potential unifying factor in these themes and 
in the articles which make up the volume. However, there is also a downside. 
Culture and custom do not seem to play a part in these considerations, and the 
work of Braun is not cited in a single footnote in this introductory essay. The 
second article, by Mager, introduces the self-evident but much neglected 
idea that we should analyse proto-industrial communities on a systematic basis, 
comparing areas with similar industrial and product structures, as well as setting 
communities in economic and social context. In the former task he produces 
interesting work, arguing that linen was an ideaJ-typical industry for proto- 
industrialisation and that the dynamics of development in other industries were 
more complex. In the latter task, however, there is only limited success, while a 
rather closer reading of Mendels may have taken some of the fire out of Mager’s 
initial and fierce rebuttal of the Mendels thesis. Kriedte, Medick and Schlum- 
bohm meanwhile provide an excellent survey of current literature, stressing the 
need to contextualise studies of the demographic implications of proto-industry 


BOOK REVIEWS 153 


and the scope for product and process specialisation to produce patchworks 
of demographic experience. In addition, they start to deal with the central ques- 
tion of the cultural impact of landholding, however small, in proto-industrial 
communities, though there was scope for taking this further. 

The final three contributions have a deeper empirical focus. Belfanti deals with 
the mechanisms by which proto-industry squeezed into the city/guild dominated 
manufacturing base in Italy, covering the role of foreign entrepreneurs, popu- 
lation pressure, the enfeeblement of the guild system and the internal migration 
of craftsmen. Cerman attempts a reinterpretation of the role of cities, pointing 
out that under certain conditions of raw material supply and cost, or the need to 
control quality, there could be a flourishing urban proto-industrial sector. The 
crucial characteristic of urban industry was, however ‘conglomeration’ — the 
coincidence and interrelationship of urban—rural production systems and varying 
organisational forms in industry (even by the same firms where the silk industry 
is concerned). To some degree this replicates work already done for Lancashire 
and the West Riding in England, but analysis of Viennese census listings, 
showing the convergence of demographic experience over time irrespective of 
economic sector, is a valuable flag for future research activity. Hendrickx 
provides the most readable article in the collection, demonstrating that sub- 
regions with different economic structures nonetheless experienced similar 
demographic patterns over time, despite state encouragement of proto-industry 
in some areas. At the level of individual communities, there appears to have been 
little relationship between the demographic structures generated by cumulative 
proto-industrialisation in Borne and less intensive proto-industry, and sub- 

-sequent de-industrialisation, in Wierden. Indeed, the only real difference was in 
the form of household sizes, which were smaller for textile producers than for 
agriculturalists, and in the area of pre-nuptial pregnancy, which was primarily a 
reflection of religion rather than industry. This uniformity would appear to relate 
to the presence of ‘fall back’ landholding in both communities which mitigated 
the dependency influences of proto-industrialisation. 

All this said, Ogilvie sets up the volume to represent a ‘second generation’ of 
research into proto-industry and proto-industrialisation. However, substantial 
areas of the European proto-industry patchwork are not covered, and in terms 
of agenda setting much is implicit rather than explicit - the need to look at 
monetary transport costs, the need to compare proto-industrial communities 
engaged in the same proto-industries and the need to look more closely at land- 
holding. Other elements which should have been on the agenda are missing, 
notably a discussion of industry under different penetration rates. Moreover, 
only Hendrickx starts to confront the central issue of culture and custom and it 
is a pity that this is not pushed rather more to the centre stage. 


University of Central Lancashire STEVE KING 


MARI EW. WILLIAMS, The Precision Makers: A History of the Instruments 
Industry in Britain and France, 1870-1939 (London: Routledge, 1993. Pp.viii + 
216. ISBN 0 415 03732 8, £40.00). 


The precision instruments industry in Britain and France comprised small to 
medium firms specialising in optics (including range-finders for guns), scientific 
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instruments and electrical apparatus. In contrast, in Germany the optical instru- 
ment industry came to be dominated by a single large firm, Zeiss. Originally 
France had been the leading producer of precision instruments, but in the last 
quarter of the nineteenth century Germany became the leading producer, and 
Mari Williams shows how well (or badly) the British and French industries 
responded to the German challenge. The strategic importance of the industry 
led to government control during the First World War and thereafter the 
fortunes of the industry were linked to the differing degrees of state support 
available through subsidies for research or tariff protection. 

The development of the industry is studied in the context both of business 
history and the history of science and technology. With its constant need for 
innovation and its limited production runs, the industry is perhaps of particular 
interest to business historians because it provides insights into the development 
of small firms in Britain and France, and also some explanation as to why these 
firms remained small (in contrast to Germany). Part of the explanation was 
government sponsorship, both through education and through the placing of 
contracts. In Germany, from the nineteenth century, Zeiss benefited from being 
perceived to be of strategic value as the producer of binoculars and range- 
finders. In France, after the First World War, the new firm of Optique et 
Precision de Levallois benefited from military links. However, state intervention 
does not provide a complete explanation. The Glasgow firm of Barr & Stroud 
certainly benefited from Admiralty orders for range-finders, but it also led the 
way in Britain in the recruitment of graduates and in the training of its labour 
force, and seems to have been outstandingly successful as a result. Indeed, more 
could have been made of contrasts between Barr & Stroud and the rest of the 
industry in Britain. 

Dr Williams is to be congratulated, however, on the wide range of sources 
consulted, both primary and secondary, and it is a pity that the publisher has 
relegated the sources to backnotes without a bibliography. The fact that the 
British and French industries were for the most part concentrated in London 
and Paris doubtless helped her in her research, but the nature of the industry 
means that the records of many firms had to be consulted. 

The book represents a successful exercise in comparative business history, 
even if the British industry is given rather more space than the French. While 
Dr Williams’ focus on military developments is justified, insofar as military links 
were clearly important in the development of the industry, her account is 
general enough for the reader to form his or her own view as to the importance 
of other factors. Academic links appear also to have been important, unless it 
was a coincidence that firms did well near universities with strong science 
departments: Cambridge and Glasgow, as well as London and Paris. There 
was also growing civil industrial demand for new products from the industry, 
as motor vehicles and radios, for example, were developed and produced in 
growing numbers. 


University of Stirling G.C. PEDEN 
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KARL-PETER ELLERBROCK, Geschichte der deutschen Nahrungs- und Genuss- 
mittelindustrie, 1750-1914 (Zeitschrift für Unternehmensgeschichte, hrsg. von 
Hans Pohl, Betheft 76. Stuttgart: Franz Steiner Verlag, 1993. Pp.477. ISBN 3 515 
06116 9, DM128). 


This book merits the claim, ‘contribution to knowledge’, more than most, by 
bringing the hitherto neglected German food, drink and tobacco industries 
(hereafter FDT) firmly on to the stage of German economic history. It aims 
primarily to chart the statistical contours of this history more precisely than 
in the rough outline which up to now has exhausted public knowledge of the 
subject, and secondarily to describe some of the landscape itself: especially the 
locational and technological history and the changes in firm size and form. Eller- 
brock’s clear and informative account (the published version of a dissertation 
written under the nutritional historian H.-J. Teutenberg) admirably broadens 
the focus of study of German industrialisation. 

The book is divided into three chronological parts, ending in about 1800, 1871 
and 1914 respectively. The first of these confines itself to a case study of FDT in 
the Brandenburg ‘Kurmark’ — centred on Berlin. By the mid-nineteenth century 
the author’s results derive from a formidable dataset which he has painstakingly 
composed out of the Prussian and German commercial statistics and censuses 
and other sources. 

The conception of industrial history governing the work is firstly techno- 
logical, and secondly legal-organisational. Its argument is constructed against 
the negative poles of W.G. Hoffmann’s ‘Stages of Economic Growth’ (1931), 
with its conception of consumer goods industries as essentially passive parts of 
the growth process, dragged along in the tail-wind of the technologically more 
dynamic investment-goods industries; and of J. Kocka and H. Siegrist’s Chand- 
lerian study of the ‘200 largest German companies’ as the basis for an analytical 
modern German business history. Ellerbrock attributes Hoffmann’s dismissal of 
the irole of FDT to his failure to differentiate beneath the aggregates: maybe 
the average employment per FDT firm in 1907 was only 6.1 persons (note that 
it was only 8.0 in textiles even excluding clothing!) but this average overlooks a 
polarisation between and within branches of FDT whereby, for example, large 
modern grain mills, breweries and chocolate factories emerged amid the mass of 
artisanal establishments, and completely new branches of the industry emerged, 
such as the tinned food, margarine and mineral water branches. Kocka and 
Siegfrist err because most FDT public companies lay outside the ‘largest 200’; 
yet in fact the beet sugar industry had been a pioneer of the ‘Aktiengesellschaft’ 
form in German industry. In general, the dynamism of German FDT is summed 
up by the fact that in 1875 it stood fourth-equal among German industries in 
respect of horsepower applied per employee and in 1907 it stood second. 

A vital service has been rendered in rescuing this major German industry 
from neglect. The book does not, however, relate progress in FDT to that in 
other industries: the ideas of ‘leading sectors’ and ‘linkages’, which have had 
fruitful application in German economic historiography, are not employed here. 
Nor does Ellerbrock make international comparison: which would quickly 
show that, whatever its progress, German FDT, unlike other famous German 
industries, remained backward compared to British. Insofar as he seeks to 
explain its growth, the author has an unusually Smithian emphasis on the sheer 
power of competition. This surfaces in his thoroughly negative judgement of the 
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effects of both guild restriction and mercantilist industrial promotion on 
eighteenth-century Prussia FDT; and in his vigorous denial that the nineteenth- 
century Prussian beet sugar industry was just the hothouse excrescence of 
Prussian subsidisation of the Junker economy. An interesting chapter compar- 
ing the geographical distribution of various branches of FDT makes clear that 
competition promoted technological advance and interregional specialisation. 
Regulation limited the extent of the market; as also did regional heterogeneity 
of taste, particularly in brewing; this reader would have welcomed more on the 
symbiotic interrelations of urbanisation, change in food retailing and change in 
FDT. 


University of Manchester T. BALDERSTON 


DAVID A.R. FORRESTER, Eugen Schmalenbach and German Business 
Economics (New York and London: Garland Publishing Inc., 1993. Pp.383. 
ISBN 0 8153 1215 6, $65). 


David Forrester’s extensive forays into understanding the works of Eugen 
Schmalenbach are represented in Eugen Schmalenbach and German Business 
Economics. Forrester describes his magnum opus as a Teutonic work, being ‘a 
biography of Eugen Schmalenbach, Business Economist in Cologne ... [and] 
also a study of his many works and contributions to the courses of management 
education in Germany’. It springs from earlier work leading to the award of a 
Ph.D. in 1987 from the University of Strathclyde, and represents an extensively 
expanded and re-written version of a monograph published in 1977, Schmalen- 
bach and After: A Study of the Evolution of German Business Economics. 

Forrester’s assessment is timely as the need to reconcile theory and practice, 
a feature of Schmalenbach’s work (and other members of the German Betrieb- 
swirlschaftslehre), is something that is critical for today’s business historians. 
It is even more crucial for those examining the role of European business 
economists when trying to piece together the developments of Anglo-American 
thought on accounting in general and inflation accounting in particular. 

Examining the contents reveals a journey which courses through the difficult 
times of the pre- and post-World War I period, with the concomitant enormous 
socio-economic pressures placed on businesses due to the socialist revolution in 
Europe, the Great War and its consequences, especially the impact on prices 
culminating in the hyperinflation of 1921-23. Highlighted is the manner in which 
Schmalenbach and other business economists responded to those emerging 
practical costing and pricing problems by devising information systems to aid in 
the administration of business affairs in such times. The importance of the role 
of the business economist in weaving a path through those social, economic and 
political difficulties is clearly demonstrated in Forrester’s analysis. 

Chapters are devoted to Schmalenbach’s doctrine of Economising; the 
fundamentals of his Dynamic Accounting which were initially presented in 
article form in 1908 and then as a book in 1919. On this matter Schmalenbach 
was the leader of a school of accounting-cum-business economic thought 
that viewed accounting data from a flow perspective rather than the ‘static’ 
balance sheet approach. Other contemporaries, such as Fritz Schmidt, were 
described as ‘dualists’ as they proposed that the balance sheet and income data 
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were simultaneously derived. A major feature of Schmalenbach’s work, the 
formulation of a Uniform Chart of Accounts, utilised somewhat unintendedly 
in Nazi Germany, is described in chapter 8. It subsequently has had a large 
impact on business practice in Germany and throughout many other European 
countries. This is explained by Forrester in chapter 10. Other topics covered 
include studies of corporate financing policies, and the international reputation 
gained by Schmalenbach. 

The work adds to recent examinations into the evolution of ideas from the 
German Betriebswirtschaftslehre, particularly as they have affected the Anglo- 
American accounting and business economics literature. Some of that recent 
literature is listed by Schmalenbach (pp. 341-3). Exposure of European business 
economics thought generally, through translations and synthesis, is a recent 
phenomenon, especially in the accounting arena. Hence this magnum opus is a 
welcome and very useful addition to that literature. 

Detailed biographical and related materials, taken from both primary and 
secondary sources, are clearly presented enabling the reader quickly to assess 
their significance both temporally and relative to ideas in comparable disciplines 
in non-European countries. An extensive bibliography of Schmalenbach’s work 
is provided and is a base for future Anglo-American researchers assessing the 
importance of his works. 

Clearly Forrester has managed in this extensive research to provide valuable 
insights for business historians into the way business affairs are so dependent 
upon reliable and timely accounting information. This work adds another piece 
to the jigsaw of those trying to unravel the interrelationships between European 
and non-European business economic thought. 


University of Sydney GRAEME DEAN 


GELINA HARLAFTIS, Greek Shipowners and Greece, 1945-75: From Separate 
Development to Mutual Interdependence (London: Athlone Press, 1993. 
Pp.xv+243. ISBN 0 485 11428 3, £45). 


The aim of this study is to examine the growing interdependence between the 
Greek shipowning community and the state since 1945. This aim is pursued 
through the investigation of three principal issues, each comprising one part 
of the book: the repatriation of shipping activities back to Greece, transfers of 
shipowning capital into other domestic sectors, and the relations between 
shipowners and governments. The book is of much interest because it is an 
important area of maritime history and much of the evidence, including a wide 
range of statistical material, will be new to most readers. 

A unifying tenet of Harlaftis’s argument is that there has been a substantial 
growth in Greek shipowning and a change in the character of shipowners from 
‘traditional’ to ‘non-traditional’ with the latter being new entrants into the 
industry rather than inheritors of a family business. This new group repatriated 
shipowning to Greece, were heavily involved in investment across industries, 
and played an active part in the economic and political life of the country. 

While the broad drift of arguments, as indicated here, are clearly stated, the 
manner in which evidence is marshalled in support of the thesis is less than 
convincing. The natute and significance of the differences between traditional 
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and non-traditional owners are difficult to appreciate. While the non-traditional- 
ists did not inherit a shipping business they seem, like the traditionalists, to 
have relied heavily upon kinship and close intra-island contacts to run their 
business, although no examples are provided of the information networking 
benefits which, we are told, ensued. In addition, most non-traditionalists 
apparently originated in the maritime sector although there is no evidence for 
more than 80 per cent of these firms, presumably because only shipping sources 
are consulted. The analysis of the other 20 per cent is disappointing, with incorrect 
tabular summations and inconsistencies with commentary in the text. In general 
the handling of statistical evidence is poor. In a number of tables we find basic 
mistakes such as overlapping groups in frequency distributions, a failure to 
distinguish constant and current prices, and comparisons of stocks (capital) 
with flows (income). In table 2.3, for example, dealing with the ten largest 
Greek shipowners, it is not at all clear what the second figure in each column 
represents. Graph 4.1 made little sense to this reader, and did not indicate the 
results claimed of it in the text. 

An issue of interest to business historians is cross-investment between 
industries. Harlaftis addresses this question to argue that the Greek economy 
benefited from substantial cross-investment from shipping. Since many owners 
were new to shipowning and may have had occupational origins outside the 
industry, it is not clear in which direction investment was flowing. One wonders 
whether Greek industry was going through a similar process of diversification 
to that in America and western Europe. Nor is it clear who was making these 
investments, private entrepreneurs or the boards of public companies. The 
terms ‘firm’ and ‘owner’ are used in an apparently interchangeable manner but 
we are told little of the ownership structure. Andreades is cited as a key figure 
in cross-investment, but was also a banker and a professor. A discussion of 
the organisational structure of some of the key enterprises, as promised in the 
introduction, would help to clarify the nature and direction of cross-investment. 

Harlaftis is on stronger ground in the final section of the book which provides 
some interesting insights into the relationship between the Greek shipowning 
community and the state. Overall, however, this book promised much 
in tackling an important though neglected topic, but its execution appears 
flawed, particularly in relation to handling statistical evidence and assessing 
organisational structure. 


Australian National University SIMON VILLE 


MICHEL DUMOULIN, RENE GIRAULT and GILBERT TRAUSCH, L’Europe du 
Patronat: de la Guerre froide aux années soixante (Berne: Peter Lang, 1993. 
Pp.239. ISBN 3 261 04398 1, SF 48). 


This interesting edited collection derives from the fourth colloquium on aspects 
of European integration to be held by the Group for the Historical Study of 
Contemporary Europe, this one focusing on European employers and employ- 
ers’ associations from the Cold War to the 1960s. Three key questions posed by 
René Girault at the outset provide an overarching framework to the volume. 
First, did European employers have a critical role to play in the construction of 
Europe: in the EEC, EURATOM or OECD, for example? Second, following 
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the creation of these institutions, did European employers participate in any 
meaningful way in theimmanagement? Finally, to what extent did they embrace 
or reject the principles and ideas which underlay European construction, such 
as supranationality, or more practically, the elimination of tariff barriers? In 
short, how accurate is the predominant view that European employers adopted a 
wait-and-see policy towards European construction? 

This volume does not purport to offer comprehensive coverage of the subject; 
but those sectors (such as steel) and companies (Philips and Goodyear) which 
are accorded particular attention nevertheless yield privileged insights from 
which more general] truths can be extrapolated. Thus, Philippe Mioche, in one 
of the book’s best contributions, laudable for its clarity, traces the relationship 
between French steel manufacturers — not a numerous group, but an influential 
one given their prominence within the Conseil National du Patronat Frangais 
— and the developing Community, and shows how the attitude of the former 
to integration was inspired by a tradition and experience which were firmly 
European. An illuminating complement to Mioche’s chapter is provided by 
Ruggero Ranieri in his discussion of the Italian steel industry. (This is one of 
two contributions to appear in English. Consistency might have demanded 
their translation into French: but is not the essence of integration a coming 
together of diversity? On the other hand, their authors are Italian and German; 
the use of their native languages might have been more in keeping with the spirit 
of European integration.) Especially worthy of mention is the chapter by 
Anne-Myriam Dutrieue, whose reflections on the European ‘movement’ of 
employers, the European Committee for Economic and Social Progress 
(1952-67), has much to say of relevance to the present day. In particular the 
author demonstrates how the seeds for the continuing disparity between 
economic and political integration in Europe were sown with the conception of 
the Schuman Plan: thus, ‘les “Européens” attendent que les réglements 
économiques et les mesures de dirigisme leur apportent paix, sécurité, 
prospérité. L’union politique doit jaillir automatiquement’ (p.226). 

The authors suggest that employers were generally well disposed towards the 
process of European integration, although slow to adapt to it. On the other 
hand, supranationality was rejected as altogether too threatening a concept, 
with multmational firms nevertheless assuming a more pragmatic stance towards 
Europe than nationally based companies. The year 1950 emerges as pivotal: 
prior to that date, managers sought to solve problems of competition by private, 
bilateral agreement; thereafter, their preference was for committee representa- 
tion and lobbying. 

The -value of this volume lies in its examination of an area of European 
economic history to which researchers have as yet paid scant attention. The 
subject lends itself well to an edited collection, bringing together as it does 
experts from France, Belgium, Germany and Italy in a volume which is first and 
foremost European. 


Royal Holloway, University of London MARI MACLEAN 


160 THE ORIGINS OF JAPANESE INDUSTRIAL POWER 


MATTHEW BISHOP and JOHN KAY (eds.) European Mergers and Merger Policy 
(Oxford: Oxford University Press, 1993. Pp.xii + 363. ISBN 0 19 877345 5, £40). 


Europe, say the editors, ‘stands at the start of its first great merger wave’, 
triggered largely (and predictably) by the Single Market programme. This book 
is a ‘European’ version of Mergers and Merger Policy (1989) edited by James 
A. Fairburn and John Kay. Two chapters are included here without alteration 
~ those by Alan Hughes on mergers and economic performance in Britain since 
the war, and by James Fairburn on the evolution of merger policy in Britain 
since 1965. These were reviewed previously in this journal (Vol.32 No.2, April 
1990), and remain excellent summaries of complex data. 

Six of the remaining nine essays are, exclusively or in part, about continental 
Europe and are generally well-researched and invaluable, not only for the 
up-to-date information on European merger activity and policy, but also for 
the European dimension they add to the British situation. The British mania 
for mergers, takeovers, buy-outs, and the existence of a sophisticated money 
market geared to financing them, stands in sharp contrast to continental experi- 
ence. Wright, Chaplin and Thompson discuss the almost complete absence, until 
recently, of a market for corporate control in European countries. The essay 
by Geroski and Vlassopoulos emphasises how the European merger wave is 
predominantly a British phenomenon: even most cross-border mergers take 
place between British and US firms. Davis, Shore and Thompson look at the 
other significant type of cross-border merger — British acquisitions in Europe. 
Franks and Mayer discuss the much weaker use in continental Europe of 
takeovers to change corporate control, but predict that British-style takeovers 
will, with the integration of capital markets, come to dominate the European 
systems. Many authors wonder whether strong international competitors from 
Europe have not gained by the absence of a ‘hyperactive’ market for corporate 
control. 

The overall tenor of these essays is therefore not at all sanguine about results of 
the Single Market on European merger activity. Hughes’ essay at the beginning, 
supported by comments throughout the book, emphasises the ‘nil to negative’ 
impact of mergers in Britain on both economic performance and profits, 
(although Franks and Harris in their essay argue that more of a correlation is to be 
found between market share and profitability). Moreover, as Matthew Bishop's 
essay on new Community regulation indicates, the European merger wave is to 
proceed with flawed checks: he predicts, for instance, that the new ‘one-stop shop’ 
for scrutiny of mergers, wanted by business lobbies, will be open to regulatory 
capture. A sober note is struck by Leslie Hannah, in an essay on ‘Free Trade in 
Companies: Does Nationality Matter?’ which stresses how brief was a previous 
period — in the mid nineteenth century — of optimism about a free international 
environment. As he notes ‘the cosmopolitanism that decorates much inter- 
national political debate is paper thin’ (p. 279). 


Business History Unit, LSE HELEN MERCER 
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HANS POHL (ed.), Die Entwicklung von Unternehmensformen und -strukturen in 
Westdeutschland seit dem Zweiten Weltkrieg: Referate und Diskussionsbeitrige 
des 13. Wissenschaftlichen Symposiums der Gesellschaft für Unternehmens- 
geschichte e. V. am 13/14. Dezember 1990 in Berlin, Zeitschrift fur Unter- 
nehmensgeschichte, Betheft 72 (Stuttgart: Franz Steiner Verlag, 1993. Pp.151 
ISBN 3 515 05531 2, DM64). 


In 1990, German reunification swept away the socialist economic system in the 
former East Germany. In the immediate aftermath of reunification, the West 
German Gesellschaft für Unternehmensgeschichte (Association for Business 
History) organised a one-day conference to survey the historical development 
of different types of enterprises in post-war West Germany. The four contri- 
butors analyse the varying structures of publicly owned, private, co-operative 
and trade-union controlled enterprises. The overarching objective of the 
conference was to initiate dialogue between academics (business historians and 
management scientists) and practitioners (managers) about the most appro- 
priate form for industrial organisation. Indeed, the discussion of the individual 
papers provides a fascinating insight in current (West) German thinking about 
the ideal economic system. 

The four core contributions in this volume are prefaced by a short intro- 
ductory survey of West German economic development since 1945 by Hans 
Pohl. This background information is useful for readers unfamiliar with recent 
West German economic history. The introduction is followed by a well-balanced 
paper by Fritz Fischer on publicly owned enterprises. Despite the commitment 
to a social market economy, post-war government did not reduce the share of 
enterprises in public ownership after 1945. The largest proportion of firms in 
public ownership are utilities and transport undertakings. The large number 
of municipal savings’ banks is another important facet of the public sector. In 
contrast to other western European countries, the state refrained from inter- 
fering in the management of the small number of manufacturing undertakings 
in public ownership. Fischer argues that West German publicly owned enter- 
prises did, in general, perform as well as private industry because they remained 
firmly embedded in the market economy. Karlheinz Küting’s paper analyses 
the private sector of the economy focusing on the legal structure. Retracing the 
development of West German private companies, Kiting shows that joint stock 
companies grew until recently mainly through internal expansion rather than 
through acquisition or merger. In Germany, the co-operative sector emerged to 
fill perceived market failure to ensure the availability of agricultural machinery 
and supplies to the rural areas in the nineteenth century. As Friedrich-Wilhelm 
Henning shows, the co-operative sector slowly adopted more capitalistic 
business practices. Only co-operative banks strengthened their market position. 
The last paper by Dieter Schneider shows that consumer co-operatives had 
similarly to bow to market pressures. In the late twentieth century, consumer co- 
operatives, like other firms owned by the West German trade unions, found it 
hard to manage their enterprises according to principles of ‘public welfare’ and 
‘co-operativeness’. For Schneider, the spectacular failure of the Neue Heimat, 
the trade union’s building and property company, is symptomatic of the trade 
union’s ambition that their enterprises would spearhead the transformation of 
the economy from capitalism to a ‘co-operative socialism’. 

The discussion at the conference reveals the consensus among West German 
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business historians and management scientists, that the West German Soziale 
Marktwirtschaft (social market economy) has proved the efficiency of the 
market mechanism. While the participants do not vilify public sector companies, 
most interventions accept that the Utopian aspirations of co-operatives and 
trade union-owned companies have become indistinguishable from firms in the 
private sector. More surprising about the discussion is the lack of dialogue 
between West German academics and their counterparts from the former 
East Germany in the audience. 

Specialists will find little in this volume that is not covered in more detail 
elsewhere. Even as a starting point for those unfamiliar with the structure of 
West German industry, this small volume will be of little use to business 
historians. However as a document of an attempted dialogue, this book makes 
fascinating reading. 


The Queen’s University of Belfast TILL GEIGER 


MIRIAM FORMANEK-BRUNELL, Made to Play House: Dolls and the Commer- 
cialization of American Girlhood, .1830-1930 (New Haven and London: Yale 
University Press, 1993. Pp.xi 7 233; illus. ISBN 0 300 05072 0, £20). 


STEPHEN KLINE, Out of the Garden: Toys and Children’s Culture in the Age of 
TV Marketing (London and New York: Verso, 1993. Pp.x + 406. ISBN 0 86091 
397 X, £19.95). 


Business historians of the United States have traditionally paid considerable 
attention to the heavy industries in the nineteenth century and to motor vehicles 
and the science-based industries in the twentieth century. These branches have 
been seen as the centre of a rapidly growing economy not only because of their 
vast outputs, but also because of their backward and forward linkages to other 
industries and activities. More recently, historians, sociologists and economists 
have shown a marked interest in examining consumer industries and cultural 
industries whose growth has been as much if not more shaped by the social 
environment of sales as by entrepreneurial decisions of production. In these 
industries it is necessary to understand ideology, values, communications, 
iconography, gender, age and class as well as materials, labour, capital and 
management. There is a cultural marketplace which has been growing in impor- 
tance and will continue to be important in the next century. How far this cultural 
marketplace has modified the classic behaviour of the economic marketplace 
remains a matter for both debate and future academic research. 

The toy industry offers a useful case study for examining the workings of the 
cultural marketplace. The broad category of toys covers a very wide range of 
commodities, from marbles to bicycles and from board games to train sets. Each 
have their own pattern of development because of technology, play culture and 
more recently the impact of the mass media. Nevertheless it is possible to draw 
out some main points of analysis about the growing importance of a youthful 
market whose consumers were traditionally guided by adult choice, standards 
and finance, but whose tastes are becoming increasingly moulded by fashion 
obsolescence. 

The growth of the doll industry in the United States in the century 1830-1930 
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was considerably influenced by the cultural values of gender and age-play. In 
the early period, mothers determined their daughters’ playthings by making 
utilitarian rag dolls themselves. With rising incomes and smaller families for the 
middle class entrepreneurs soon provided either elaborate, fashionable dolls 
imported from Europe or heavy mechanical American dolls made by men. 
American businesswomen then attempted to reintroduce soft portable realistic 
dolls which looked more like babies and were both safe and hygienic. By 
the early twentieth century, female and male dollmakers merged their ideas to 
produce a democratic American doll which had more active, albeit male-like 
features. After the First World War American manufacturers, now mainly male, 
took the American doll industry away from their European counterparts by 
playing on patriotic virtues. 

Made to Play House, written by a historian of consumer culture, offers a social 
history of an industry whose past has previously been related by amateur enthu- 
siasts, often in collectors’ encyclopedias. Drawing on a wide variety of sources 
including popular magazines, advertising, autobiographies, juvenile literature, 
patents, photographs and the dolls themselves, Miriam Formanek-Brunell 
has created a narrative which fits into frameworks established by womens’ 
historians, family historians and historians of popular culture. Readers who are 
not familiar with findings in these fields may have difficulty in accommodating 
to the notions of patriarchy, gender roles and theories of childhood as major 
ingredients in shaping industrial output. 

Stephen Kline has no such problems in taking on board the cultural baggage 
which is part of understanding children’s playthings because he is trained in 
and teaches Communications. Interested primarily in how children have been 
influenced by television advertising into becoming greedy consumers of 
fashionable toys, he has traced the transition of the marketplace into a social 
institution. Displaying a theoretical and practical knowledge of sociology, 
psychology, economics and the media as well as a wide use of contemporary 
sources, he has produced a study of the ethics and role of cultural industries in 
the past and the present. 

Children in nineteenth-century America were encouraged to play in a garden 
environment. They were the flowers which required careful nurturing, protected 
from the corrupting influences of the outside world. Books, comics and then the 
screen liberalised children’s play at the same time as they exposed children to 
market forces. Once producers accepted that children either had purchasing 
power themselves, or were able to exert pressure on their parents, the trickle of 
cultural products turned into a flowing stream. This stream became a veritable 
flood when the deregulation of commercial television in the 1980s enabled the 
toy industries to penetrate homes with direct advertising for such seductive 
items as Nintendo games, My Little Pony, Ninja Turtles or G.I. Joes, and with 
feature films proclaiming the desirability of these toys. Then peer group 
persuasion among children ensured that the toys which became fashionable sold 
in their millions and made fortunes for their entrepreneurs. 

Television has, according to Stephen Kline, changed the form of the American 
toy industry and the shape of children’s culture. At one time television advertis- 
ing of toys was minimal because little attention was given to making children’s 
programmes. With deregulation and the rediscovery of market segmentation 
by age, toy companies invested in a new approach to marketing. They created 
specific shows around a character which would then be ‘tied in’ to a range of 
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subsidiary products. Licensing agreements and distribution deals to package 
films, clothing, publishing and accessories rights to an action toy became big 
business. Yet this business was very faddish. Cabbage Patch dolls were very 
successful for Coleco for several years, but Hasbro failed miserably with the 
Inhumanoids. The toy industry had become fashion-bound, and the manufac- 
turers’ main concern was to devise ways of keeping their products attractive long 
enough to have a shelf life of a season or two. 

While the production and marketing of toys has been revolutionised in recent 
years, Out of the Garden is more concerned with the cultural impact of the 
process of marketing toys via television. In order to portray the heroic identities 
and deeds needed to sell toys to boys and the romantic love required to sell toys 
to girls, screen narratives create fantasy worlds lacking in real-life experiences 
and emotions. Children are exposed to low ideals, negative personality images 
and minimal moral guidance because producers are more interested in turning 
them into zealous consumers. Their play has been stultified by inanimate role 
models and their ambitions prescribed by brand names. Character toys and 
licensed ‘spin-offs’ may not be new — they may date back to the Teddy Bear in 
the early twentieth century or to Mickey Mouse in the 1930s — but then cultural 
industries were not dominated by big business interests attempting to maximise 
profits. There are now ‘megabucks’ in making toys go in and out of fashion. So 
parents beware of the modern process of socialisation! The commercial media 
and the toy industries may now be more vital agencies than schools or families 
in influencing children. 


University of Nottingham MARGARET WALSH 


ROBERT W. MCCHESNEY, Telecommunications, Mass Media and Democracy: 
The Battle for the Control of US Broadcasting, 1928-1935 (New York: Oxford 
University Press, 1993. Pp.xvi + 393. ISBN 0 19 507174 3. £35). 


This book explores the extent to which there was an organised popular oppo- 
sition to the rise of commercial broadcasting in the United States, and thereby 
seeks to modify the traditional notion that Americans tamely acquiesced in the 
foundation of the network-dominated, advertising-supported system that has 
existed to the present day. 

Commercial radio arrived on the American scene remarkably swiftly. In the 
mid-1920s, it was calculated that as many as a third of US radio stations were 
operated by non-profit organisations (religious groups, civic organisations, 
labour groups and especially colleges and universities); ten years later, the 
non-commercial sector had been swept aside by industry giants such as NBC and 
CBS. Most historians, in relating the events of these years, have emphasised that 
the general public was largely in concert with these developments. However, 
McChesney, a professor of journalism and communications, has identified and 
emphasises a strong vein of dissent, which appeared between 1929 and 1930, 
not long after federal legislation (notably the Radio Act of 1927) had heralded 
the demise of non-profit and non-commercial broadcasting. The broadcast 
reform movement was composed of disparate elements, which included labour 
organisations and civil rights groups (such as the American Civil Liberties 
Union); and also prominent charitable foundations, such as the Payne Fund. 
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The latter organised two important campaigns, described in detail here: the 
National Committee on Education by Radio, composed of national educational 
groups; and the Ventura Free Press radio campaign. All these groups were 
opposed to the power of the big networks and their patrons (GE, RCA, AT 
& T, and Westinghouse), were concerned at the impact of advertising on 
programming, and lobbied hard for reform legislation. 

After describing the reform movement, McChesney looks in detail at its 
activity on Capitol Hill between 1930 and 1932, as it locked horns with the devel- 
oping commercial radio industry. It proved to be a highly unequal contest, in 
which the reformers found few allies. The legal community in Washington 
opposed them; the newspapers eventually fell in with commercial radio; and 
Franklin D. Roosevelt was determined for political reasons to maintain cordial 
relations with the commercial radio interests. The battle over the airwaves 
ended with the passing of the Communications Act in 1934, which remains the 
governing statute for US telecommunications and enshrined the victory of 
the large corporations. 

After sifting through an impressive array of primary sources, the author 
discusses why reform failed. This was due to short-run factors, such as the 
economic depression and the political inexperience of the reformers; but even 
more important was the entrenched nature of capitalism in America, It was seen 
as undemocratic and unAmerican to criticise the ideological and political power 
of commercial interests, and in turn the media structure. 

By emphasising the largely forgotten reform movement, this study highlights 
a paradox: the most ostensibly democratic nation on earth happily accepts a 
media system dominated by big business and commercialism, with all its dangers 
of social and political misuse — a situation which McChesney, like the reformers, 
deplores. He sees it as part of a-political system typified by perhaps the 
narrowest range of debate of any democratic nation in the world, with an un- 
surpassed level of popular ignorance and cynicism. In these circumstances, he 
takes a crumb of comfort from the efforts of the broadcast reform movement. 
They brought the structure and control of American communications into 
political debate — something which has never happened widely since — and their 
critique of commercial broadcasting as being inimical to the communication 
needs of a democratic society remains relevant. The author’s conclusion follows 
logically from his convincing case study: any reform of the US mass-media 
industry must rest on a broad-based movement to change the basic institutions 
of the US. 


University of Sheffield GEOFFREY TWEEDALE 


DAVID H. BREEN, Alberta’s Petroleum Industry and the Conservation Board 
(Edmonton: University of Alberta Press, 1993. Pp.ixii + 800; illus.; maps ISBN 
0 88864 248 8, $39.95). 


This book was undertaken to commemorate the fiftieth anniversary of 
the Energy Resources Conservation Board, the official body responsible for the 
regulation of energy resources in the province of Alberta, Canada. The book 
took much longer than planned, eventually appearing in 1993 although the 
anniversary it was supposed to commemorate was in 1988. It is very thoroughly 
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researched and extremely long, considering that it stops with the formation of 
Canada’s National Energy Board in 1959, only a decade or so after Alberta’s 
petroleum industry became important enough to be of interest outside a purely 
local, provincial context. 

The suspicion that the book may be excessively detailed is confirmed by the 
early chapters, which describe the pioneer phase of the Albertan oil industry in 
the period 1908-38. In those years, unregulated free enterprise operating under 
the ‘rule of capture’ brought about a repetition of the overproduction, economic 
instability, and profligate physical waste of oil and gas that had earlier charac- 
terised the US oil industry. In response, the Albertan government, following 
the examples set by oil-producing states in the USA, resorted to the enforced 
regulation of the industry by setting up the Petroleum and Natural Gas Conser- 
vation Board (PNGCB, later the Energy Resources Conservation Board) with 
wide-ranging powers to control Albertan oil and natural gas production. 

From its formation in 1938 until the late 1940s, the PNGCB focused on 
Alberta’s only significant oilfield at Turner Valley. To control physical waste at 
the field, the PNGCB fixed maximum allowable rates of production from each 
well and introduced other controls on drilling and producing operations, backed 
by an effective inspection system. A series of large oil discoveries in Alberta in 
the late 1940s made the PNGCB’s tasks more complex, as it had to deal with a 
growing number of oil companies and oilfields in its efforts to control the 
chronic surplus productive capacity in the province. To deal with that problem, 
the PNGCB began to limit allowable production not only to prevent physical 
waste, but also so that it would not exceed estimated market demand. 

This practice, known as market prorationing, has been presented by authors 
such as John Richards and Larry Pratt in Prairie Capitalism: Power and 
Influence in the New West as a form of legal cartelisation, designed largely for 
the private benefit of oil and gas producers, with whom, they argue, the PNGCB 
was aligned. Breen takes a different view. Throughout the book he pays great 
attention to the position of the PNGCB in relation to the diverse and frequently 
opposing private and public interests concerned with oil and gas regulation. 
His assessment is that the PNGCB had a deep sense of public responsibility and 
a culture characterised by a technical rather than a political or legalistic outlook. 
Its primary focus was not on alignments with sectional interests, but on the 
enforcement of good engineering practice in promoting long-term conservation 
policies in the face of other interests with shorter term perspectives. 

A summary of this view of the PNGCB is presented in the conclusion which 
is easily the best part of the book, mainly because Breen finally frees himself 
from the excessive detail of the earlier chapters and concentrates on the main 
issues and themes. Most readers who get this far will surely have skipped the 
detail. Those who have not skipped will probably have given up before reaching 
the conclusion. Hardly anyone other than the purest specialist is likely to read 
it all. 


The British Petroleum Company plc J.H. BAMBERG 
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KENT E. CALDER, Strategic Capitalism: Private Business and Public Purpose in 
Japanese Industrial Finance (Princeton, New Jersey: Princeton University Press, 
1993. Pp.xxit + 373. ISBN 0 691 04318 3, £25). 


This ambitious and provocative book re-examines government-business 
relations in post-1945 Japan from the perspective of the allocation of industrial 
credit. This subject is interpreted widely. A spectrum of matters are addressed 
ranging from decision-making in the government bureaucracy to the role of 
banks and enterprise groups in the Japanese economy. Based on a wide range 
of Japanese language sources, and dealing with considerable skill with changes 
over time in the Japanese political economy, this book needs to go straight 
onto the reading lists of courses on twentieth-century Japanese business and 
economic history. 

Calder’s central concern is to question the hypothesis associated with 
Chalmers Johnson (and many others) that Japan should be regarded as a ‘devel- 
opmental state’, where the government was the central agent of economic 
transformation. He argues that too much attention has been devoted to the 
Ministry of International Trade and Industry (MITI) whose bureaucrats were 
generally inclined towards the ‘developmental state’ model — and too little to 
other parts of government decision-making, especially the powerful Ministry of 
Finance, where the attitudes of ‘regulators’ rather than ‘planners’ prevailed. 
Although government officials in all agencies shared certain common cultural 
assumptions peculiar to Japan, which were re-enforced by common educational 
backgrounds at elite universities, Calder shows the numerous tensions which 
existed between different elements of the bureaucracy, as well as the many 
limitations on their authority. Constrained by the complexities of the Japanese 
institutional structures and perpetually understaffed, Japanese bureaucrats in 
both MITT and Ministry of Finance in the 1950s and later were envious of their 
colleagues in France, who were able to exercise real power over the French 
financial system and industry generally. 

The Japanese industrial policy which emerged from this situation was far less 
strategic than the developmental state model has suggested. In their credit 
allocation policies, Japanese bureaucrats were effective in the provision of infra- 
structure; they could play a supportive role in mature industries like steel in the 
1950s; and they could implement effective reactive policies in emergencies, as 
when MITI funded the rationalisation of the oil refining industry in the wake of 
the oil price rises of the 1970s. However, the bureaucrats were weak at acting 
as venture capitalists in supporting emerging sectors, from electronics in the 
1960s to pharmaceuticals in the 1980s. A major reason for this problem was 
the importance of ‘circles of compensation’, or networks of reciprocal benefit 
and obligation which bound government officials to established people and 
projects at the expense of newcomers. 

If Japanese public sector institutions were often reactive and conservative, 
Caider has to explain the obvious dynamism and flexibility of Japanese business 
over the last 40 years. His answer is that Japan is not an example of a develop- 
mental state, but rather of a system of ‘corporate-led strategic capitalism’. Calder 
joins the growing number of researchers impressed by the economic benefits of 
Japanese enterprise groups, or Xeiretsu. However, the real heroes are Japan’s 
long-term credit banks, especially the Industrial Bank of Japan, which was highly 
effective at identifying growth sectors. Japan in the high-growth era of the 1950s 
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and 1960s was a ‘Bankers’ Kingdom’, in which banks played key roles as 
suppliers of industrial credit. The Industrial Bank of Japan became ‘a major 
private-sector co-ordinator with public functions, playing many of the credit- 
allocation roles that developmental state theory ascribes to MITI and its public 
sector surrogates’ (p.158). Calder also identifies the general trading companies 
— sogo shosha — as innovative and successful entrepreneurs, which for various 
reasons were able to operate with considerable autonomy from the government. 

A noteworthy feature of this book is that Calder places the Japanese experi- 
ence in a comparative context. Japanese capitalism was not ‘an exotic anomaly’ 
(p.xviii) but featured many patterns found elsewhere, more especially in Con- 
tinental Europe. Calder draws attention to the similarities (as well as some 
differences) between the Japanese system and the bank-dominated industrial 
groups of Germany and Sweden. Conversely, Calder goes to considerable 
lengths to distinguish the Japanese system from those of France or South Korea, 
where the government really did play a leading role in the economy. 

A great deal is left unsaid in this book. As the author moves away from the 
Japanese bureaucracy towards the functioning of keiretsu, banks and sogo 
shosha, there is more assertion than empirical evidence. Apart from some old 
favourites, most English and Japanese language business history literature on 
post-war Japan is overlooked. This leads to some odd judgements. The context of 
IBM’s ‘extraordinarily generous agreement’ (p.117) to license its technology to 
Japanese manufacturers in 1961 is examined in Mark Mason’s American Multi- 
nationals and Japan (1992). More generally, the extensive divergences of opinion 
between Japanese researchers about keiretsu are not reflected here. It is appro- 
priate that the study ends with a research agenda, for a great deal of empirical 
research needs to be done on some of the topics addressed here. Neverthe- 
less, Calder is to be congratulated on an exciting book which makes a major 
contribution to the English language literature on Japanese industrial policy. 


University of Reading GEOFFREY JONES 


GAVIN C. REID, Small Business Enterprise: An Economic Analysis (London: 
Routledge, 1993. Pp.xvi + 327. ISBN 0 415 05681 0, £45). 


Reid’s frustration with the immaturity of the small firms literature, combined 
with his awareness of the growing political significance of small businesses 
during the 1980s, encouraged him to embark on this major research project 
investigating the role of small businesses in a mixed market economy. 

Reid’s primary objective is to investigate the inception and survival of small 
businesses. He draws on qualitative and quantitative evidence collected via 
administered questionnaires and semi-structured interviews conducted in 
Scotland during 1985 and 1988. The sample includes 73 firms engaged in a 
variety of manufacturing and service enterprises. In addition to identifying the 
basic characteristics of the firms and their commercial environment, attention is 
focused on their cost and pricing policies, as well as the competitive strategies, 
finance and innovation of those surveyed. 

Since Reid is establishing a research methodology, much of his book is 
necessarily descriptive. Parts I and II review the questionnaires Reid employs 
and summarise some of the principal characteristics of small businesses 
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which they reveal. Part IH then concentrates on seven case studies, in part to 
convey a more detailed impression of small-scale enterprise, but also to assess 
the validity of the evidence derived from the questionnaire responses of the full 
sample. Part ITI focuses in particular on the competitive objectives and strategies 
of individual small businesses which are highlighted by these case studies. 
Reid concludes that, at least in the early stages of their development, small 
businesses are more concerned with aggressive rather than defensive competi- 
tive strategies. Rivalry is apparent in a variety of forms, and hence there is a 
steep learning curve as new firms become increasingly familiar with the range of 
strategies at their disposal: the greatest competitive advantage is gained by those 
firms with experience. 

‘In Part IV of his book, Reid employs more formal econometric analysis in 

seeking to explain the survival probabilities for small businesses between 1985 
and 1988. Probit models are estimated for the full sample of 73 firms, deploying 
several market and financial variables as independent variables. Two variables 
are highlighted for particular attention: the range of a-firm’s products has a 
positive effect on its survival chances, and reliance on external finance (rather 
than the entrepreneur’s own capital) is negatively related to survival. 
.. The conclusions which Reid draws from his econometric analysis are not 
perhaps that surprising, and Reid remains modest about his contribution to the 
small firms literature. He recognises the limitations of his relatively small 
database, but nevertheless argues that he offers a research methodology which 
can be generalised. Reid’s reservations should not detract from his contribution. 
In this book, he has compiled and introduced a valuable database which offers 
the potential for further significant research to provide empirical foundations for 
the economic analysis of small businesses. 

Reid’s desire to combine case studies with large-scale data sets is one which 
will be both familiar and accessible to business historians. Business historians 
should certainly be interested in the structure of the evidence which Reid has 
collected and the kinds of questions which he can proceed to answer. Ultimately, 
he offers a framework for the economic analysis of small businesses within 
which historians have much to contribute. 


University of York KATHERINE WATSON 


HOWARD COX, JEREMY CLEGG and GRAZIA IETTO-GILLIES (eds.), The 
Growth of Global Business (London: Routledge, 1993. Pp.xiii, 239. ISBN 0 415 
09062 8, £40). 


Following a useful general introduction by the editors, John Cantwell begins 
the first section on evolutionary approaches to international business, with a 
chapter exploring the importance of the notion of technological competence 
on international production. This theory holds that a firm’s technological capa- 
bilities or assets can be understood in two ways, either as hard technological 
information and artifacts or, equally if not more important, as skills, routines 
and operational practices. The latter, tacit, ‘know-how’ is not transferable in the 
same way as more tangible technological assets and is in many ways dependent 
on regional demography and sectoralised intellectual environments, often 
international in nature. Successful multinational firms stimulate this process but 
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must also be able to react to it as the ‘technological paradigm’ shifts geographi- 
cally and historically. This is a useful theoretical chapter, pointing to the need 
for more research, presumably using interdisciplinary methodologies from 
sociology and geography. Geoffrey Jones follows, tracing the contours of British 
overseas banking since the nineteenth century. Using Porter’s concept of 
competitive advantage, Jones shows how British overseas banking interests in 
the nineteenth century prospered through linkages with the expansion of trade 
and the Empire. In a now familiar tale, this advantage turned into its opposite 
in the twentieth century as the ‘legacy of product- and region-specific skills’ led 
to the inability to formulate an effective strategy to compete with new inter- 
national banks operating in new markets. Hafiz Mirza’s chapter on Japan’s sogo 
shosha trading companies traces their place in the structure of the zaibatsu 
and later, post-war keiretsu systems, showing how close links have promoted 
advantages in reducing transaction costs and information asymmetries. 

The second section of the book focuses on the internationalisation of service 
industries. Jeremy Clegg begins by delineating the service industry, adopting a 
rather elaborate list of definitional characteristics. He then goes on to discuss 
the determinants of internationalisation, noting the difficulty for the market in 
assessing quality and the importance of labour market configurations. The 
following case study of Anglo-Irish accountancy by Evan Davis, Gerard Hanlon 
and John Kay highlights ‘reputation effects’, which are seen to be crucial in 
service industry concentration and expansion, rather than economies of scale. 
The third paper in this section, by Alan Treadgold, examines European retail- 
ing. Rather surprisingly, he points to the tenacity of nationally based operations, 
international expansion tending to be limited to ‘border hopping’ rather than a 
comprehensive international strategy, partly driven by cultural specificity and 
difficulties in acquisition due to regulation and family ownership. 

The third section of the book continues the focus on business in the wider 
Europe. Hugo Radice looks at the prospects for transnational corporations in 
eastern Europe following the liberalisation of the economies there. The lack of 
a business class, capital markets, labour organisations for TNCs to interact with, 
developed infrastructures or modern technologies, allied to an increasingly 
uncertain political environment in many regions, is only partially offset by a 
relatively established technical labour market. Julien Savary’s chapter examines 
the effect of European integration on the strategy of firms, principally the 
promotion, or not, of globalisation. Theory, and Savary’s tentative conclusions, 
point to a trend towards globalisation, allied to a regional concentration of 
corporate control within Europe. Nevertheless, he notes the tenacity of national 
strategies and the persistence of sectoral divergence, even on a divisional basis 
within corporate groups. Grazia letto-Gillies pursues similar themes, exploring 
the ways in which EC integration has led to a geographical concentration fol- 
lowing the internationalisation of activity. 

The authors have done a good job in integrating the texts, and there are useful 
introductory and concluding chapters. Most chapters tend to be surveys rather 
than based on new research, although there are many signposts indicating 
new research areas throughout. It is certainly an excellent book in terms of 
general theoretical discussion and a good basis for stimulating further areas 
of work. 


Business History Unit, LSE RICHARD COOPEY 
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BEN FINE and ELLEN LEOPOLD, The World of Consumption (London & New 
York: Routledge, 1993. Pp.xi + 361; 10 illus. ISBN 0 415 09588 3, £45). 


This book comes with ‘an early warning’ for the unsuspecting reader. “The 
subject matter covered and theoretical knowledge are extremely wide ranging’. 
Advice follows, ‘each chapter has been made as self-contained as possible ... to 
allow the reader to pick and choose topics of interest to suit from among 
the individual chapters’ (p.18). For a book which purports to offer a radical, 
inclusive, coherent alternative explanation of consumer behaviour based on 
‘vertical’, integrated ‘systems of provision’, the suggestion that the book could 
be approached as a series of separate essays is odd indeed. But then, m many 
respects, that is what this book is. 

Fortunately, the introduction provides a clear guide to its overall structure 
and thesis (all quotations in this paragraph are from this). Rejecting the existing 
‘isolating fragmentation’ of the ‘compartmentalised’ theories of consumption 
which lack any grand or deep theory in Parts I and II, it offers a ‘contrasting 
framework’ based on a ‘vertical approach’ which ‘does not search for common 
elements across all aspects of consumption, but looks instead for differences in 
the way in which production and consumption are united together and the ways 
in which each is moderated by connections between them’. The ‘virtues of the 
alternative analysis’ are then supported in Part III with empirical case studies of 
food and clothing provision systems and of the role of advertising in the USA 
and Britain to show ‘the chain of linked factors that comprehensively define a 
commodity’. Part IV returns to theoretical issues, banishing any illusions that 
this represents a deconstructionist, segmented approach, by arguing that ‘social 
construction and interpretation of the use value of commodities has something 
to learn from Marx rather than vice-versa’. This introduces the role of the state 
into systems of provision, and places retail capital not as a ‘separate fraction of 
(commercial) capital’ but as ‘a heterogeneous economic category, each fraction 
demonstrating a greater affinity with particular commodity system to which it 
relates’. 

The illustrative, empirical case studies are drawn from a wide time span. 
Unlike, for example, Gary Cross’s sustained, comparative, historical analysis of 
why people spend Time and Money, there is no obvious rationale behind the 
choice of period or country; or even the illustrations which, with one exception 
(an undated Punch cartoon taken from the front cover of Social History for May 
1990), are all American in origin, even in the chapters dealing exclusively with 
Britain. The business historian will find no original information in any of them 
since they rely entirely on selective reading in secondary literature; even the 
substance of the criticisms made of ‘McKendrick and his collaborators’, whose 
eighteenth-century ‘consumer revolution’ justifies ‘a particular view of society’ 
rather than offering ‘a serious explanation of economic activity’ (p.142), has 
already appeared in Social History. But this burst of informed indignation does 
not amount to a comprehensive survey of literature dealing with consumer 
behaviour in the period, let alone the ‘systems of provision’ which served it. The 
interpretation of clothing provision in the USA is very detailed; studies of food 
trades are largely British and concentrate on a few historical themes, drawing 
heavily on, but also criticising, Burnett’s Plenty and Want in their analysis of 
adulteration which they see as being transformed, rather than eradicated, in the 
twentieth century. 
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Theoretically, the book is a response to the ‘long-standing reaction against 
(Marxist) economic reductionism which has ‘incorrectly’ autonomised ‘social 
realities and practices’ as ‘separate arenas of both life and analysis’ (p.18). Much 
of what it has to say about the inadequacies and inconsistencies of ‘horizontal’ 
explanations of consumer behaviour proffered by sociology, psychology, anthro- 
pology, and the dismal science of economics, strikes home. What it tends to offer 
in their place, however, is more an exposition of what is offered to consumers by 
systems of provision, rather than an alternative explanation of why they buy 
what they buy. Viewed from the perspective of a social historian, or the new gen- 
eration of business historians seeking to locate investment decisions, capital net- 
works, marketing strategies and systems of distribution within a broader soctal 
and cultural context, much of Fine and Leopold’s emphasis on integrated ‘sys- 
tems of provision’ also hardly seems new. Even they admit that they are push- 
ing ‘against a door that is already wide open’ (p.149) as far as systems of food 
provision are concerned. Their attempts to interpret them from a Marxist 
approach, however, provides a very different perspective from books such as 
Mathias’ Retailing Revolution, written as long ago as the 1960s, but, not surpris- 
ingly perhaps, ignored here. 

This book, then, offers a critical theoretical framework for future research; it 
also suggests that history has as much, if not more, to offer the burgeoning study 
of the development and operation of a consumer society as other social sciences. 
Whatever its inadequacies, it deserves to provoke a response. 


Lancaster University MICHAEL WINSTANLEY 


JOHN GROENEWEGEN (ed.), Dynamics of the Firm: Strategies of Pricing and 
Organisation (Aldershot: Edward Elgar, 1993. Pp.xiii + 171. ISBN 1 85278 934 
4, £39.95). 


The volume under review seeks to break out of the static mould in which the 
neo-classical theory of the firm and Williamsonian transaction-cost economics 
have imprisoned our analytical thinking about firms. It comprises papers of a 
conference organised by the Dutch Association of Post Keynesian Economics, 
at Rotterdam, in November 1992. The editor and publishers have done well to 
get the book out in a little over a year. However, as happens all too often with 
conferences, the paper-givers pursue their chosen topics without always relating 
them very closely to the overall theme. The editor, John Groenewegen, attempts 
to set the scene in no more than a page and a half of his introduction, the nub 
of the book being in the first chapter by Bart Nooteboom. 

Nooteboom treats us to a mixture of sociology and economics. This is a heady 
brew that scarcely makes for lucid thought, and his very deep Kantian and 
reconstructionist methodological notions (pp.17-19) are not easy to follow. 
More straightforwardly, he distinguishes between static transaction-cost analysis 
and the dynamic ‘network’ approach developed by the oddly named Industrial 
Marketing Purchasing Group at Manchester and Uppsala. Network analysis 
states that competition throughout the world is becoming ever more intense, 
thanks to the progressive speeding-up of communications. Firms are therefore 
under increasing pressure to contract out less central functions and concentrate 
on those in which they enjoy comparative advantage. The ensuing networks 
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permit the building up of mutual trust and the dissemination of fresh viewpoints 
and knowledge. 

He thus presents generalisations applicable to a relatively brief period in 
the entire range of business history. To be sure, agricultural implement makers 
in the nineteenth century and domestic electrical appliance manufacturers more 
recently have at times bought in one another’s products and marketed them 
as their own. Yet many firms have over the years grown by diversification, 
expecting to achieve economies of scope. 

The remaining six chapters are designed to apply some of these ideas. Chapter 
2 comprises a useful summary of the extensive literature, covering 4,200 (mainly 
British and American) enterprises, on how these firms priced their goods. Over 
80 per cent used such criteria as mark-up, normal costs and target rates 
of return, having a variety of different business motives. Chapter 6 presents a 
chilling case study of one Belgian holding company, the Société Générale, that 
was gobbled up in 1988 by a more ruthless octopus, the French-owned Suez 
Finance Company, causing much welfare loss. Other chapters explore corporate 
networks in Nebraska, the dynamics of Japanese business, and the response by 
the Dutch Philips Electronics NV to recent changes in its external environment. 

A final chapter looks at Dutch industrial policy in reaction to global com- 
petition and technological advances. It should have been replaced by one by the 
editor to sum up what the blurb calls ‘an original analysis of the organisational 
structure of firms operating in changing environments’. As the book stands, 
there is a kind of negative synergy, with the whole less than the sum of its not 
uninteresting parts. 


University of Reading T.A.B. CORLEY 


DAVID J. JEREMY (ed.), Technology Transfer and Business Enterprise (Alder- 
shot: Edward Elgar, 1994. Pp.xxiv + 685. ISBN 1 85278 727 9, £130). 


This is the ninth volume to be published as part of the International Library of 
Critical Writings in Business History under the general editorship of Geoffrey 
Jones. The volumes derive their justification from the recent advance of busi- 
ness history as a subject of undergraduate study and Jones is to be congratulated 
for launching a series which combines excellent thematic coverage with subject- 
specific academic expertise. The present volume, edited by David Jeremy, is 
divided into two parts. The first deals with theories and processes of techno- 
logical diffusion and reproduces such seminal contributions as those by Vernon 
on the product cycle and Rosenberg on diffusion. Part 2 on the theme of 
‘Agencies’ is subdivided into three appropriate sections covering artisans and 
professionals, the role of the state, and private and multinational enterprise. In 
terms of geographical coverage the editor has roamed far and wide. If the 
artisan and professional contribution to technological diffusion is very much an 
Anglo-Scandinavian affair, the role of the state is assessed in relation to devel- 
oping countries, the USA (post-1850 and post-1945), the Lower Danube, and 
the Federal Republic of Germany. This section also incorporates Jay Tuck’s 
fascinating study of ‘high-tech espionage’, focusing on the depredations of the 
KGB in western European military affairs. Inevitably, the Japanese contribution 
looms large under the multinational heading, but the section is sufficiently broad 
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in scope to encompass the contributions of MacLeod on British experience in 
the mid-nineteenth century and Wilkins’ wide-ranging paper on the role of 
‘private business in diffusing technology abroad. In short, Jeremy has assembled 
a range of contributions which offers excellent temporal coverage and the 
opportunity to engage in thought-provoking international comparisons and 
contrasts based on a variety of academic approaches. As a student text it is 
invaluable, both for its saving in time and effort in searching for disparate 
sources and for its editorial introduction setting each of the readings in context. 


Lancaster University MAURICE KIRBY 
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Abstracts 


Asset or Liability? Trade Marks in the Sheffield Cutlery and Tool 
Trades, by David Higgins and Geoffrey Tweedale 


Sheffield was a nineteenth-century pioneer in trade mark legislation, 
testifying to an involvement with the marking of goods dating from the 
sixteenth century. The article discusses the reasons for the importance of 
trade marks in steel hardware products; describes Sheffield’s involvement 
with trade mark legislation, first for company trade marks, and then for 
geographic marks; and finally, assesses the impact of Sheffield’s trade mark 
policy. Far from being indispensable, it is concluded that trade marks 
became as much a liability as an asset and the English town’s attempts to 
defend them (through the industry’s craft guild, the Cutlers’ Company) were 
linked more with industrial decline and conservatism than with success. The 
view that trade marks were a ‘neglected intangible asset’ closely linked with 
the rise of the modern corporation would therefore appear to need 
qualification. 


Accounting Systems and Decision-Making in the Mid-Victorian Period: 
The Case of the Consett Iron Company, by Trevor Boyns and John 
Richard Edward 


This paper utilises previously examined costing material for the Consett 
Iron Company Ltd in an attempt to throw some light on how business in the 
mid-Victorian period made key decisions. The nature of the costing 
information available to management, its limitations for decision-making 
purposes, and how the costing system was developed in response to the 
problems facing the company in the late 1860s, are examined. It is 
concluded that the company adapted its costing system perceptively to cope 
with real problems, though the changes introduced may not always have 
been ideal as seen from the perspective of modern management accounting. 


The Demise Of the Anglo-Norwegian Ice Trade, by Robert David 


The expansion of the Anglo-Norwegian ice trade during the latter part of the 
nineteenth century was instrumental in the development of parts of the food 
industry. The availability of ice transformed the fishing industry and the 
confectionery trade, and provided the domestic customer with a new means 
of preserving food for extended periods of time. Apart from a limited 
revival after the First World War, the natural ice trade effectively ceased in 


1916. This article examines whether it was solely the effects of the war 
which caused this demise, or whether the decline had already set in. It 1s 
postulated that the war itself hastened the demise of an industry which was 
already in terminal decline. 


Global Reach by Australian Banks: Correspondent Banking Networks, 
1830-1960, by D.T. Merrett 


This paper argues that the bulk of international funds transfers to and from 
Australia from the 1830s until the 1960s were handled through 
correspondent banking relationships rather than internalised by 
multinational banks. The pervasiveness and longevity of this market-based 
contractual mode is explained with reference to the theory of transaction 
costs, agency and contracting. An examination of the evolution and practice 
of correspondent relationships of Australian banks suggests that the 
intrinsic nature of the services being provided reduced agency costs. 
Despite asymmetries in information and bounded rationality, agents had 
little incentive or opportunity to cheat as contracts were easy to negotiate, 
write, monitor and enforce. Agents were bonded to principals by a number 
of mechanisms, the most important of which was protection of their 
reputation. The move by Australian banks to branch abroad after the 1960s 
cannot be explained by any systemic failure of agency arrangements in the 
correspondent networks. 


Enterprise Groups, Industry Associations, and Government: 
The Case of the Petrochemical Industry in Japan, by Takeo Kikkawa 


The relationships between industrial enterprises, enterprise groups, industry 
associations and the government have been an important aspect of Japanese 
business. This article attempts to analyse the workings and the effects of 
these relationships using the post-World War II petrochemical industry as 
the most appropriate example. It will be shown that enterprise groups, 
industry associations and the government complement the activities of 
enterprises. 


Asset or Liability? Trade Marks in the 
Sheffield Cutlery and Tool Trades 


DAVID HIGGINS and GEOFFREY TWEEDALE 


University of Sheffield 
Manchester Metropolitan University 


Sheffield has always been the very metropolis and headquarters of trade marks. 
Charles Hibbs, ‘Cutlery’, in Great Industries of Great Britain (London, 1886), 
vol.3, p.189. 


Trade marks have recently attracted attention as a ‘neglected intangible 
asset’.! However, in keeping with much present business history literature, 
the evidence is based upon the American experience and heavily slanted 
towards the rise of modern Chandler-style corporatism. According to 
Professor Mira Wilkins, trade marks ‘spurred economic growth and 
development’ and were crucial to, and coincident with, the rise of the 
modern corporation.? However, trade marks have a far longer lineage, 
related more closely to the British experience than the American, and 
intertwined more with small, rather than large businesses. Few industries, 
apparently, have relied more upon trade marks than the hardware trades. 
And of the hardware trades, none have had a greater involvement with trade 
marks than the Sheffield cutlery and tool industries. Indeed, as we shall 
show, Sheffield was a nineteenth-century pioneer in trade mark legislation. 

In this article, we discuss the reasons for the importance of trade marks 
in steel hardware products; describe Sheffield’s involvement with trade 
mark legislation, first for company trade marks, and then for geographic 
marks; and finally, assess the success of Sheffield’s trade mark policy. We 
find that for Sheffield, far from being indispensable, trade marks became as 
much a liability as an asset and the English town’s attempts to defend them 
were linked more with industrial decline and conservatism than with 
success. The view that trade marks were so closely linked with the rise of 
the modern corporation would therefore appear to need some qualification. 


H 
SHEFFIELD TRADE MARKS IN THEORY AND PRACTICE 


According to a study of the Cutlers’ Company of London, cutlers’ marks 
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became obligatory in the mid-fourteenth century to act as a quality control.’ 
London was then the leading centre, but it was around this time that the 
geographical and physical advantages around Hallamshire (the ancient 
district containing Sheffield) allowed that area to compete. By 1624 
Sheffield had its own craft guild, the Cutlers’ Company of Hallamshire, and 
its products soon began rivalling those of London. During the eighteenth 
century Sheffield began emerging as the country’s leading cutlery and tool 
centre. By about 1840, some 60 per cent of the country’s cutlers worked in 
and around Sheffield, and by the late nineteenth century the town’s 
dominance was virtually complete. Sheffield was also a major steel tool 
centre, holding a leading position in edge tool, saw and file manufacture.‘ 

From its incorporation in 1624, the Cutlers’ Company, besides its 
control of working cutlers, had regarded trade marks as an important area of 
its jurisdiction. In fact, from 1614 a register of marks was kept, and has 
since been preserved, providing us with important information on the 
development of the Sheffield cutlery industry.* Within Hallamshire, which 
was increasingly the centre of the cutlery trade, the statute law of 1623 
enshrined the Cutlers’ Company’s right to register individual marks for a fee 
and to fine counterfeiters and suppress illegal and unworkmanlike goods. 
The exclusivity of marks and their legal protection, therefore, was 
established well before the late nineteenth century and the rise of big 
business.‘ In fact, the right to grant individual marks made the Cutlers’ 
Company unique: it only lacked power over a place-of-origin (geographic) 
marking, something which became important later. 

Sheffield’s involvement in marking goods became even greater after 
1773, when the Sheffield Assay Office opened for the marking of silver, 
gold and precious metal goods. By the mid-nineteenth century, Sheffield’s 
position as the ‘metropolis’ of trade marks was secure, helped by the world 
dominance of its hardware trades and advances in marking technology 
which allowed more complex stamping dies. By then, two things were 
apparent: first, in no other industry — not even in products such as pottery — 
was the use of and reliance on trade marking so widespread as in the 
hardware trades. By the late nineteenth century the number of registered 
marks ran into hundreds,’ Second, no other hardware centre was subject to 
so much fraudulent marking as Sheffield; consequently, no other industrial 
town was so closely involved with strategies, both at a national and local 
(company) level, to combat counterfeiting. Why did Sheffield have such a 
great involvement with trade marks? And what did the town’s industries 
hope to gain from trade marking and from defending its illustrious name? 
There were both general economic reasons; and those that were more 
specific to Sheffield. 

The literature on the economics of trade marking is not extensive, but 
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A mneteenth-century hand-forged pocket knife blade by Abram Brooksbank, Sheffield Trade 
marks could be either hot-stamped into the blade during forging, or cold-stamped into the tang 
during assembly. 

(Photo G Tweedale) 


what is available identifies four main advantages of using a mark both for 
the consumer and producer: these relate to economising, sales, quality and 
price factors.* The economising function of trade marks in terms of search 
costs is most readily seen when we recall that very often consumers identify 
and request goods by referring to the trade mark. There are practical 
advantages in doing so: for example, a symbol is easier to recognise and 
remember; and it is often easier to stamp physically on the goods 
themselves rather than the producer’s full name and address. 

Repeat purchases are crucial to the survival of many firms. Such 
purchases imply that consumers were satisfied from the consumption of 
previous amounts of the goods and wish to buy more. But how can they be 
certain that they will buy exactly the same goods as before? Trade marks 
serve to distinguish the goods of one producer from those of others. By 
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recognising the trade mark (which would normally belong only to a 
particular producer) the consumer can ensure that the goods bought will 
yield consistent levels of satisfaction in the future.’ But this is not all. By 
differentiating the goods of one producer from others, trade marks can 
reduce the search costs consumers would otherwise face when trying to 
locate satisfying goods. This is particularly important with expensive goods: 
the consumer cannot buy and try a large number of goods to ascertain which 
ones give him equal satisfaction. Clearly, once a consumer becomes 
confident that a trade mark guarantees a certain level of satisfaction he will 
be more willing to continue buying those goods.” 

Trade marks can convey valuable images (quality, prestige), about the 
goods on which they are placed. But to ensure that the goods bearing these 
trade marks are ‘up to the mark’, considerable investment is often necessary 
in the firm’s production processes: for example, by using advanced 
machinery or by employing highly-skilled workers. However, the fact that 
a firm is producing high-quality goods does not necessarily mean that it can 
charge a premium, at least in the short run. Establishing its reputation as a 
high-quality producer takes time. Until the producer’s reputation is 
established, consumers risk paying a high price for supposedly high-quality 
goods that may bring disappointment (and this is particularly so if certain 
features — such as the product’s durability — cannot be ascertained prior to 
purchase), Until consumers achieve confidence in the goods sold by the 
newcomer, they will purchase from tried and trusted producers whose 
reputation is well established. Meanwhile, the producer has to maintain the 
high quality of its goods even though it may be operating at a loss. Only 
when its reputation for high quality is established can the firm charge a 
premium for its goods. 

It follows that trade marks are useful in guaranteeing value for money or 
quality. When the scale of production was very small and when the markets 
for such goods were local, the producer’s name and reputation were known 
to the consumer, and the intimacy of the exchange, together with the 
maker’s personal pride in his craftsmanship, were sufficient to guarantee 
quality." However, the growth of national and international markets 
destroyed this intimacy between producer and consumer. In this case, what 
mechanisms exist to ensure the producer maintains quality? The answer is 
to be found in the value the producer receives from repeat purchases. 
Landes and Posner have argued that trade marks have a self-reinforcing 
nature: they are valuable because they denote consistent quality, and a firm 
has an incentive to develop a trade mark only if it is able to maintain 
consistency.” This is because if the trade mark is unreliable as a guarantee 
of quality then consumers cannot be certain that purchase of the goods will 
yield expected levels of satisfaction. In many models which emphasise 
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premiums as a return for high-quality products, the possibility of cheating — 
which occurs when a high-quality producer decides to increase its profits by 
secretly lowering quality — is ruled out. Because its goods have a reputation 
for high quality, the producer is still able to achieve a premium for them. 
Only when consumers realise that the trade mark is no longer a quality 
guarantee do they stop paying a premium for these goods (though they may 
continue to purchase the product, but refuse to pay a premium).” 

These factors ~ economising, sales, quality and price — naturally could 
be applied to any high-quality maker competing in national and world 
markets. But in Sheffield there were other factors which led the town, more 
than any other, to become actively involved with trade mark legislation. 
One was the sheer prevalence of trade marks, which mostly stemmed from 
the simple fact that the cutlery and tool trades covered such a wide product 
range — everything from pocket-knives to pickaxes. By the 1820s, Sheffield 
already had over 60 specific industries that broadly related to hardware 
products, and many of these were directly linked to cutlery and tools. In the 
nineteenth century, most of these industries remained small-scale. In cutlery 
manufacture, for example, by the end of the nineteenth century Sheffield 
had well over 200 manufacturers, aside from scores of toolmakers. Each 
firm had its own mark, or several. 

Sheffield’s intense concern with trade marks also owed much to the fact 
that, perhaps more than any other English town, it had become so strongly 
identified with craftsmanship and quality. Although Sheffield began by 
making ‘common wares’ for the mass market between 1690 and 1740, its 
reputation for fine cutlery grew too. This reputation was boosted by 
Benjamin Huntsman’s discovery of crucible steelmaking in 1742, which 
produced a material of such quality that it gave Sheffield a major 
international technological advantage for more than a century. The almost 
simultaneous introduction of Sheffield Plate and Britannia metal 
strengthened this superiority. Few urban societies were as specialised in 
their occupational structure as Sheffield; none, until after the 1860s, had 
such expertise in steel and cutlery manufacture, which was entirely hand- 
based. 

One factor which made trade marking so crucial was that, even amongst 
experts, judging the quality of steel from its appearance was virtually 
impossible in the nineteenth century. As one Sheffielder commented in 
1856: ‘Perhaps there is no material so much worked of which there is so 
little known as steel ... The cause of [its] properties is entirely unknown." 
Thus the trade mark became the consumer’s main evidence of quality, the 
criterion on which he had to place his trust. Sheffield marks were therefore 
held ‘in very high esteem and were an absolute guarantee of quality. The 
name was often worth many times more than the rest of the firm. 
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Employees, too, although grossly underpaid, had an intense brand loyalty’.* 
Quality in other consumer goods was no doubt important — one only has to 
think of the drugs trade — but in steel, quality was far more crucial than in 
most products: the failure of a machine part, tool or weapon could be 
potentially catastrophic. Sheffield’s closely clustered local industry, its 
myriad trades, and its devotion to craftsmanship, therefore seem to have 
bred a more than unusually high commitment to quality and trade marks 
(and to their defence). 

In the 1870s, the Jronmonger told its readers: ‘When you buy look for 
good names and observe the trade-marks ... Some firms have obtained a 
reputation by the experience of several generations in the trade, and their 
names and marks have a great value’. Sheffield marks were extremely 
ancient. The two most famous marks belonged to Joseph Rodgers & Sons 
and George Wostenholm & Son — Sheffield’s two largest cutlery 
manufacturers. The Rodgers’ mark — a Star and Maltese Cross — was 
granted in 1682 to William Birks, before being let to Rodgers in 1724. 
Rodgers epitomised the quality ethos: even amongst Sheffield cutlery firms 
its commitment to top quality was unusual. The firm stated in 1911 that its 
principle was, ‘quality first, and ... price comes second ... so that anyone 
who purchases one of this firm’s productions bearing not only the name, but 
also the trade mark, a star and Maltese cross, can depend on ... complete 
satisfaction.” This was not mere hyperbole: Rodgers’ products — such as its 
giant Norfolk sportsman’s knife made for the Great Exhibition in 1851 — 
have never been surpassed. In the nineteenth century, Rodgers’ mark was 
probably the most famous in the world: its Star and Cross were accepted in 
the Middle and Far East as an assurance of superb quality, while the name 
‘Rujjus’ entered the Indian language and was applied to other articles 
besides cutlery. 

Wostenholm’s success also hinged on its mark, I*XL. Granted by the 
Cutlers’ Company to William A. Smith in 1787, it was sold to 
Wostenholm’s in 1826." Of its leading light, George Wostenholm, it was 
said, his “whole thought and ideas — apart from realising a fortune — seemed 
to be centred in achieving in his cutlery the legend of his trade mark, 
IXIL.” Again, Wostenholm was obsessed with quality. He made the most 
of Sheffield’s high-quality steels and natural handle materials, such as pearl 
and ivory, to produce some of the finest cutlery ever made. Wostenholm’s 
found its mark especially useful abroad, where, like Rodgers, it evinced a 
typical Victorian opinion of ‘native’ intelligence: 


Many people who cannot read English buy our goods, Chinese for 
instance ... and I have heard say those on the Pacific Coast will not 
buy a knife unless these strange marks I*XL are on the side of the 
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FIGURE 2 
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CORPORATE QXK MARK. 


Granted by the Cutters’ Company tx 1764, and registered in England and abroad. 
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The Star and Maltese Cross of Sheffield’s leading cutlery manufacturer, Joseph Rodgers & Sons, 
was arguably the most famous — and most counterfeited — hardware trade mark ın the world in 
the nineteenth century. (Courtesy Sheffield City Library) 


blade. You will see, therefore, when dealing with foreign markets, 
how important it is to have a very distinctive mark ~ we must 
presuppose in the purchaser not only ignorance of quality, dense 
ignorance even, but also ignorance of the English language.” 


So much for the advantages of trade marks; unfortunately there was a 
price to be paid. Almost as old as trade marks themselves, was the copying 
and use of them on ‘false wares’. In these circumstances, the defence of 
trade marks in Sheffield always rated as ‘a matter of the first importance’, 
especially by the Cutlers’ Company.” For example, it attempted to remedy, 
especially after 1750, the use of inferior metals in cutlery. It also tried to 
protect trade marks, as far as its powers of ‘searching’ allowed, though this 
was by no means an adequate safeguard for cutlery firms. In 1791 a Society 
for the Preservation of Marks was established amongst the cutlers, an 
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indication of both the increasing problem of infringement and the 
inadequacies of the Cutlers’ Company in correcting it. A disadvantage 
suffered by Sheffield was that, although the name ‘London’ was protected 
on cutlery goods, the word ‘Sheffield’ could be used by any maker, British 
or foreign. Nevertheless, in 1814 when most of its powers over the cutlery 
trade were abolished, the Cutlers’ Company retained the right to supervise 
trade marks. Any person could have a mark assigned to him on payment of 
£2 plus stamp duty. Gradually, the Company became the focus for 
Sheffield’s attempts to fight the false marking of goods in the nineteenth 
century. 

The early 1870s marked the high tide of Sheffield’s prosperity in the 
cutlery and tool trades, when it led the world in both quantity and quality. 
Until then, the spread and influence of its trade marks grew steadily, with 
Sheffield reaping more advantages than drawbacks from their use. After 
that date, however, the rapidly mechanising American industry took away 
Sheffield’s major export market; and the more efficient German industry 
replaced Sheffield as the leader in the international cutlery trades. Both 
competitors (especially the Germans) were adept at copying Sheffield 
marks. One of the first published references to counterfeiting overseas 
appeared in 1825, when one Sheffield razor manufacturer sent £10 to 
America to be “expended in advertisements and in cautioning people’ 
against the illegal stamping of his goods.” As early as 1837, a meeting at 
the Cutlers’ Company discussed the importation into the British colonies of 
foreign cutlery, which was marked and was being sold as of English 
manufacture, thereby avoiding duties on foreign goods.” By the 1850s, 
Sheffield manufacturers — now facing increasing competition at the lower- 
end of the market from Germany and America — realised that a more 
concerted effort was needed. In 1858, the mayor, Master Cutler and the 
town’s leading cutlery and tool manufacturers began talks with the Board of 
Trade over the need for an international law for the protection of trade 
marks.” Never before had a major industrial centre become so committed to 
trade mark defence, a move prompted by international competition and the 
problems of defending trade marks in overseas markets — though it should 
be noted that this had little to do with multinationals or modern business 
corporations in the Chandler sense. 


It 
SHEFFIELD AND LEGISLATION FOR COMPANY TRADE MARKS 


In Sheffield’s support for legislation two strategies can be identified: one 
operated at the company level, the other acted geographically (and is 
considered in the next section).* Both had national implications. 


TRADE MARKS 9 


Sheffield had a central role in the development of legislation protecting 
the trade marks of individual companies. For example, two Sheffield MPs, 
John Roebuck and George Hadfield were responsible for introducing one of 
the earliest Bills into the Commons on trade marks (1862), and Sheffield 
MPs were appointed to each of the four Select Committees set up to 
investigate trade mark abuse:* Roebuck sat on the committee in 1862; A.J. 
Mundella and Sir Frederick Mappin on the Committee of 1887; Mundella 
and Sir Howard Vincent on the Committees of 1890 and 1897. The latter 
two MPs were involved in the presentation to the Commons of a series of 
Bilis between 1866 and 1899 to prevent trade mark abuse by foreign 
countries. The incumbent Master Cutler gave evidence before the Select 
Committees in 1862, 1887, and 1890, as did representatives of the Sheffield 
Chamber of Commerce (1862), Sheffield Town Council (1887), and 
Sheffield Federated Trades Council (1890). Finally, the law clerk to the 
Cutler Company, Herbert Hughes (1853-1917), was eventually 
recognised as one of the country’s top legal experts on trade marks. Hughes 
was technical adviser to the British delegates at the International 
Convention for the Protection of Industrial Property held at Rome (1886), 
Madrid (1890), Brussels (1897 and 1900), and Washington (1911).” 

We have outlined the valuable benefits to firms of using trade marks on 
their goods. For these marks to be effective, however, nothing should hinder 
them in their most important role — that of identifying particular goods as 
being those made by certain producers. It is therefore vital that there should 
be no duplication of marks by different makers. Such duplication, with a 
mark which was identical or very similar to the mark of another, would 
confuse the consumer and the value of the trade mark to the original user 
would be reduced. By the mid-nineteenth century, it was fairly well 
established in law that the deception of the public by the offer for sale of 
goods which claimed a fraudulent connection with a particular trader was 
wrong and actionable.” However, the procedure of starting litigation against 
an infringer was cumbersome and uncertain, and the unsatisfactory state of 
the trade mark laws was compounded by the rapid growth in the use of trade 
marks during the mid-Victorian boom. Many Bills were introduced into the 
Commons in an attempt to provide more satisfactory legislation on trade 
marks, and a House of Commons Select Committee was set up in 1862 to 
consider some of the Bills before the Commons. 

A number of Sheffield witnesses strongly urged the 1862 Committee 
that registration of trade marks was a vital provision in any legislation. 
Evidence of the widespread support for registration was given by John 
Jobson Smith, President of the Sheffield Chamber of Commerce, who 
reported that the Sheffield Bill introduced in 1862, and which contained 
provision for registration, was sanctioned by an association of Chambers of 
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Commerce, which included those of Belfast, Birmingham, Bradford, 
Bristol, Glasgow, Hull, Leeds, Sheffield, and Stoke-upon-Trent. Their main 
argument was that without registration: 


We do not see that a trade mark can have that individual property about 
it, and have that character that will enable us easily to obtain redress. 
If we have to apply to the Court of Chancery, subject to all the expense 
and uncertainty of that court, we feel that that is so grievous and 
uncertain a remedy, especially against persons who copy those trade 
marks, and have no property to fall back upon, we having to pay our 
own expenses, that really the remedy is almost worse than the disease.” 


There were other specific advantages claimed for registration. Several 
Witnesses argued that it would give more speedy redress in the Courts and 
thereby reduce the costs of bringing actions for infringement.” If the trade 
mark was registered it would be taken for granted, on the production of the 
certificate of the Registrar, to be the property of the person in whose name 
the mark was registered. In other words, registration would give prima facie 
right of ownership and throw the onus of proof that forgery had not been 
committed upon the forger. This would considerably ease the problems of 
proving that a trader had exclusive rights to the use of a particular trade 
mark. One of the more famous cases which concerned difficulties in 
proving exclusive right to the use of a trade mark involved Joseph Rodgers 
& Sons. In his evidence before the 1862 Select Committee on trade marks, 
Mr. Rodgers reported that one of the first actions brought in England by his 
company (Rodgers v. Nowill, 1847), commenced in July 1843, ended in 
April 1848, and cost the company £2,211." Facilitating the method of 
proving ownership was particularly important in cases where the infringer 
was a ‘man of straw’. John Jobson Smith reported that he knew of many 
small producers who kept themselves employed by counterfeiting well 
known marks, but who owned very few assets. In these cases, proceedings 
by the plaintiff would yield little if any financial satisfaction.” 

The desire for registration was not, however, the only force motivating 
businessmen in their attempts to obtain trade mark legislation: the 
counterfeiting of British marks by foreign makers was also an increasing 
irritation, especially to the cutting-edge manufacturers of Sheffield. 
Fraudulent marking by foreigners presented two major problems to 
Sheffield. It was widely admitted that German manufacturers could produce 
goods more cheaply than Sheffield.” However, by selling these goods with 
Sheffield marks the German producer was able to achieve a higher price: 
and Sheffield makers also lost orders. But more serious was the practice of 
German manufacturers placing Sheffield marks on their worst quality 
output, and placing their own mark on their best quality productions. This 
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seriously undermined the reputation of Sheffield marks. For example, Mr. 
Brittain, of the Sheffield steel and file firm William Hall, stated when 
referring to German counterfeiting: ‘I have seen articles bearing the names 
of the most respectable Sheffield houses, and their corporate marks, and 
sold as genuine, which were of bad quality and which must inevitably injure 
the reputations of the manufacturers whose names they bore’.* 
Representatives of a large number of Sheffield cutlery and hardware firms, 
including John Kenyon & Co, Joseph Rodgers & Sons, Ward & Payne, 
William Hall and John Sorby & Son, testified to widespread false marking 
by German firms and the export of their counterfeit goods to markets as 
diverse as Russia, South America, and Spain. 

It was highlighted earlier that one of the functions of trade marks is that 
they provide an incentive for a manufacturer to maintain a certain level of 
quality. In the present context, it could be argued that a genuine trade mark 
could have offset some of the price disadvantage that Sheffield manufacturers 
faced. This is because in the absence of spurious marks, consumers would at 
least have had the opportunity of making an informed choice between low- 
price, low-quality goods and high-price, high-quality ones. If consumers did 
prefer the higher quality (as denoted by certain trade marks), they would have 
been unwilling to buy cheaper (and lower-quality) goods. It was all the more 
important, therefore, that when facing price competition, Sheffield 
manufacturers should have been able to rely on potential consumers 
perceiving their trade marks as representing a certain quality. This, of course, 
would have been impossible if foreign manufacturers fraudulently used 
Sheffield marks. As a director of the sawmakers Spear & Jackson argued to 
the Select Committee on Trade Marks in 1862: ‘should you succeed in 
stopping this piracy, the Germans will continue to sell many files and tools in 
this country in consequence of their cheap prices, but English makers will at 
least have the satisfaction of knowing that the good or bad reputation of their 
goods will then depend upon the quality’.* 

As a result of the Committee’s findings, legislation was introduced in 
1862 to place the law on merchandise marks on a firmer footing (see Table 
1). However, the Act of 1862 did not make any provision for registration for 
three reasons. First, there were doubts about the wisdom of conferring, by 
the act of registration, a property right in a trade mark which could be 
assigned to another party. It was feared that if the mark had acquired repute 
in the hands of the first registered owner, its transfer would deceive the 
public as to the origin of the marked goods. Second, it was felt that 
registration would not offer sufficient advantages over existing common 
law rights to justify the expense and inconvenience. Third, fraudulent 
copying: of valuable Sheffield marks occurred less in the UK than abroad 
and it was assumed that, in the absence of reciprocal treaties, British 
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TABLE | 
UK TRADE/MERCHANDISE MARK LEGISLATION 


Chronology Acts and their Principal Provisions 


1862 25 & 26 Vict, c.88. (Merchandise Marks). It was made a 
misdemeanour for anybody who, with intent to defrand, forged 
another’s mark. The Act also made it a requirement that anybody who 
had sold an article bearing a false trade mark was bound to give 
tnformation where it had been purchased. 


1875 38 & 39 Vict., c 91. (Trade Marks Registration Act). This established 
a registrar of trade marks, made registration prima facie evidence for 
exclusive use of the trade mark in connection with the class of goods 
for which it was registered, and made distinctiveness an essential 
prerequisite for registration Amended in 1876 and 1877. 


1883 46 & 47 Vict., c.57 (Trade Marks Act). Repealed the Act of 1875, but 
re-enacted thear principal provisions with amendments. 


1887 50 & 51 Vict, c 28 (Merchandise Marks) Repealed the Act of 1862 
and consolidated the law on merchandise marks. 


1905 5 Edw VII, c.15 (Trade Marks Act). Repealed most of the civil law 
on trade marks, but re-enacted their principal provisions. For the first 
time, a definition of a trade mark was given Amended by the Trade 
Marks Act 1919 





registration would be of little use overseas.” 

This last reason was particularly ironic since the solution to the fraudulent 
use of Sheffield marks by foreign manufacturers appeared obvious: seek 
redress in the foreign courts. Apparently, however, foreign courts would not 
grant redress to Sheffield manufacturers because foreign firms were unable 
easily to obtain redress in the British courts. In other words, without 
registration, foreign manufacturers faced the same difficulties in obtaining 
redress in British courts as Sheffield firms. In the evidence given before the 
1862 Committee, therefore, many witnesses argued that registration was a 
vital prerequisite to obtaining reciprocal protection.” 

The failure of the 1862 Act to provide for registration was not its only 
weakness. The Select Committee appointed in 1887 to report on the 1862 
Act revealed another three major difficulties. The first hurdle was the 
necessity for the prosecution to prove the defendant’s guilt — in other words, 
that any infringement of a trade mark was done ‘with intent to defraud or to 
enable another to defraud’. Because proving this intent was difficult, 
Herbert Hughes argued that the Act was not enforced except in the most 
glaring cases where there could be no question about the intent of the 
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defendant.* The Cutlers’ Company believed instead that the onus of proof 
should rest firmly with the defendant, so that anybody found possessing or 
selling goods which were falsely marked should be assumed to be guilty of 
fraudulent marking unless and until he could prove his innocence.” The 
second major drawback with the Act was that it was useless in preventing 
the use of ‘blind names’, or in preventing misleading descriptions of the 
quality of the goods. The former practice involved the use of a fictitious 
name or the name of a person who was not a bona fide businessman. The 
second practice occurred when manufacturers placed upon their inferior 
products the word ‘best’ or other laudatory terms. Ideally, argued Hughes, 
the various trades within a district should mutually agree upon certain 
minimum standards and these should be established by an Act. But, as 
Hughes well knew, setting quality standards in Sheffield was extremely 
difficult because the locality had so many trades.” Finally, as we have 
already noted, there was nothing in the Act which advanced the cause of 
British manufacturers seeking redress in foreign courts. 

Pressure for legislation which would incorporate registration continued 
after 1862. Bills were introduced in 1869, 1873, and 1875, and an Act for 
the registration of trade marks was finally introduced in 1875. The Trade 
Marks Registration Act of 1875 laid the basis for much of the subsequent 
legislation on this issue, and its major provisions are shown in Table 1. The 
Act attained a considerable measure of success, and 27,844 trade marks 
were registered under it.” 

Apparently, with the passing of the 1875 Act and the subsequent 
legislation in 1883 and 1887, many of the demands of the business 
community generally, and Sheffield interests particularly, had been met. 
However, investigations by Select Committees in 1890 and 1897 revealed 
that no sooner had legislation overcome one difficulty, than others appeared. 
The Select Committee Reports of 1890 and 1897, for example, both of 
which had, as their remit, an investigation into the effects of the 1887 Act 
and merchandise marks generally, revealed that while there was much 
praise for the 1887 Act,“ major weaknesses still existed. We propose to look 
briefly at these. 

Much concern was again expressed about the costs of litigation.“ The 
view of the Cutlers’ Company, as expressed by the Master Cutler, S.G. 
Richardson, was that as the Merchandise Marks Act was intended to benefit 
the whole community, that was where the expense should fall“ One 
manufacturer told the Committee that his company often avoided taking 
action against infringers because the legal costs were so high and the 
damages so small; in some cases his company had only been awarded two 
shillings (£0.10) costs.“ Litigation costs meant there was strong support for 
the appointment of a public prosecutor, particularly because many other 
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types of offence were already prosecuted by the government, such as those 
under the Food and Drugs Act.“ 

Enforcing the provisions of the Paris Convention (1883), to which 
Britain acceded in 1884, yielded the unprecedented problem that searches 
by the Customs authorities were alleged to have caused severe and costly 
delays in the movement of goods into UK ports, whether for domestic 
consumption or for transhipment.”’ It was argued that these delays were so 
great that much transhipment trade had been lost at UK ports (particularly 
London);* and that foreign shippers preferred to ship direct to third markets, 
thereby circumventing British ports and allowing fraudulently marked 
goods to be sent direct to third markets.” Because of the problems caused 
by the implementation of Article IX of the Paris Convention there was 
strong pressure from the UK mercantile community to abolish the Customs 
examination of goods in transit. However, countervailing arguments by 
manufacturing interests, particularly the Cutlers’ Company, were sufficient 
to block this proposal and in its final report the 1890 Select Committee 
agreed that it could not recommend the abolition of search of goods in 
transit.” 

Perhaps the most serious weakness, however, was that the Customs 
authorities investigating fraudulent marks on imported goods were 
constrained by the fact that their power was very largely confined to the 
time when foreign goods were actually imported into Britain. Customs did 
not have the authority or the resources to search for goods after they had 
been admitted,” creating a glaring loophole ripe for exploitation. The most 
common complaint was that goods were imported blank and subsequently 
fraudulently marked in Britain. 

The fate of blank goods after their importation into the UK was a 
particularly sensitive issue for Sheffield firms. Since at least the 1870s, 
Sheffield manufacturers had been aware that some of their number had been 
importing cheaper machine-made German goods and were stamping and 
reselling them with their own mark. This practice was highly profitable, but 
it did attract considerable opprobrium from those who believed this was 
damaging Sheffield’s interests. A committee set up by the Cutlers’ 
Company in 1885 confirmed the existence of these practices, but it was 
unable to recommend how the Company should proceed in these cases.” 
Complicating matters was the suspicion that some members of the Cutlers’ 
Company were amongst the culprits! By 1913, such was the extent of the 
trade in German blanks in Sheffield, that a German firm was planning to 
open premises in Sheffield and it had already imported large quantities of 
scissor and razor blanks ready for finishing with a ‘Sheffield Made’ mark.™ 

Pressure for a solution to this problem reached a critical stage in 
Sheffield between 1906 and 1907, when a series of meetings were held 
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between the Cutlers’ Company, the Chamber of Commerce and the 
Sheffield Federated Trades Council. They were the first meetings that had 
ever taken place between the Cutlers’ Company and representatives of the 
labour force to discuss matters connected with the trade. At these gatherings 
representatives of the labour force argued the following points: first, that the 
interests of the workmen and of the bona fide manufacturers were identical; 
second, that the practice of re-exporting goods not made in Sheffield, but 
bearing Sheffield marks, led to either unemployment or partial employment 
for the city’s labour force; third, that a solution to this problem was to obtain 
legislation which would prohibit the importation of goods unless they bore 
a definite indication of origin.” 

This last point was championed by the Sheffield MP Sir Howard Vincent 
when, in collaboration with a number of other MPs, he introduced a series 
of Bills for the defence of British and Irish industry between 1888 and 1910. 
The major provision in all these Bills was, essentially, that all goods of 
foreign manufacture, which might possibly be fraudulently sold as being of 
English or Irish manufacture, were to be prohibited from importation into 
the UK unless they were conspicuously stamped with the country of origin 
or the words, ‘Foreign Made’.” 

The Cutlers’ Company, however, was unwilling to support such a 
measure and it doubted whether Parliament would pass such a drastic Act.” 
We have already seen that Customs investigations into false marking had 
aroused considerable uritation in the country’s commercial and mercantile 
interests, and the 1897 committee had already recommended the abolition 
of search of goods in transit. Given this swing in opinion, it was indeed 
unlikely that Parliament would approve any measure which interfered 
further with these interests. Also, the Company was convinced that the 
placing of the country of origin/manufacture on imported goods would give 
much advertisement for foreign producers.* Finally, the Company, and 
particularly its law clerk, Herbert Hughes, objected to the use of the term 
‘Made Abroad’ or ‘Foreign Made’. The use of either of these terms upon 
articles coming from one country, but bearing a false indication of origin of 
another, would give no protection whatsoever to the injured country. The 
Cutlers’ Company proposed that a mark should be placed on all unmarked 
goods or goods bearing an indirect indication of origin, together with the 
words ‘Not British’.® 

Overall, it would appear that while many of the most serious weaknesses 
of early nineteenth-century law (lack of registration, need to prove intent, 
and the need for international protection of domestic marks) had been 
rectified by 1900, important deficiencies still remained. In fact, a picture is 
beginning to emerge from the printed sources of the immense difficulty in 
defending company trade marks: indeed, anyone who has troubled to wade 
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through the mountains of government committee proceedings on this 
subject will wonder whether the efforts of contemporaries were really 
worthwhile. When we turn to contemporary business records, the evidence 
points the same way. 

Here, admittedly, the historian does face a problem. Since the cutlery 
and tool industry was mostly small-scale (despite large firms, such as 
Rodgers, Wostenholm, Mappin and Thos. Turner), extant business 
documentation is sparse. For example, evidence for the trade marking 
activities of Joseph Rodgers is hard to find — though, significantly, where it 
does exist, it often mentions the problem of false marking. One of the few 
surviving files of Rodgers’ letters describes its frustration in 1844, when it 
attempted to prevent an American retailer selling falsely-marked Rodgers’ 
cutlery.® In another case in America in 1871, Rodgers took a firm to court 
and appear to have successfully prevented a US Government stationery 
supplier from selling German goods as Rodgers’. But the problem was 
clearly an enduring one, since it was said that ‘from the year 1826 to the 
present time there has never been a period when the firm have not had some 
litigation on hand to restrain dishonest persons from fraudulently imitating 
their trade marks’. In one directors’ minute book covering the period 
1903-20, the firm was still actively chasing infringers of its name. In 1903 
it took a Sheffield cutlery manufacturer, Hearnshaw Bros., to court for using 
the name of Rodgers Bros. (an obscure edge tool business, bought by 
Hearnshaw’s) on cutlery. Rodgers won, at a cost of £152, of which £99 was 
paid by the defendant.* 

However, one firm does allow us a slightly more detailed glimpse of 
trade mark defence and fortunately it is one of the most important — 
Wostenholm’s. Recently, the voluminous records of this company were 
deposited in Sheffield City Library. The subject of trade marking and 
counterfeiting runs like a leitmotif throughout Wostenholm’s history. 
Defending I*XL was, in fact, a major preoccupation of the firm in the late 
nineteenth century, both at home and abroad. Many rivals — even in 
Sheffield ~ attempted to include some of these famous letters in their mark: 
Joseph Allen, for example, called its cutlery NON-XLL; while Parkin & 
Marshall favoured XL ALL. In America, Wostenholm’s best market, the 
problem was also acute. In 1895, for example, Wostenholms wrote to a San 
Francisco agent, complaining about the shipment to New York of ‘50 dozen 
knives, an exact copy of our 8019 [pattern], with I*XL upon the scale and 
blade, marked also Golden Gate Cutlery Co., in the place where our own 
name is stamped on our knives’.® They later told the agent concerned that 
the firm would ‘proceed against any persons making use of that mark, both 
in the German courts and those in the United States ... [because] ... we do 
not think any judge or jury will hesitate to award the case in our favour’.® 


TRADE MARKS 17 


This may have been true, but there was a certain amount of bluster in 
Wostenholm’s words, since the firm knew that taking a manufacturer to 
court was a frustrating experience. 

In 1906, Wostenholms began proceedings against a ‘Jew firm of 
merchants’ in New York, Kastor Bros., which had purchased the business 
and name of a small Sheffield razor maker, Joseph Wostenholm. Naturally, 
it intended using the illustrious name. Legal threats forced Kastors to 
retreat, but this was time-consuming and expensive (Wostenholms had once 
lost £1,200 in an Australian case on a technicality), and also on some 
occasions practically useless. No sooner had one heresy been stamped upon 
than another would appear. Kastors soon responded by registering a mark 
which included the letters XLNT, also paid Allen’s a royalty on its look- 
alike mark, and then to Wostenholm’s fury ‘the aliens’ had the temerity in 
1916 to buy up an another old Sheffield cutlery firm, W. & S. Butcher.” 

Like most Sheffield firms, Wostenholms found that having legal 
protection enshrined in the statute book was one thing; being able to defend 
its mark was another. 


IV 
SHEFFIELD AND LEGISLATION FOR GEOGRAPHIC MARKING 


Misuse of place names — for example, marking foreign hardware ‘Made in 
Sheffield’ — presented the same disadvantages to a local industry as 
counterfeiting an individual company’s mark. In theory, there was no reason 
why a geographic marking, such as ‘Made in Sheffield’, should not act for 
all the city’s firms in the same way that individual trade marks acted for 
particular producers. Recognising this, Sheffield played a central role in 
arguing that an industrial centre was entitled to legal protection and was 
instrumental in securing legislation which would protect all such areas in 
the UK. In this Sheffield appears to have been unique, since no other town 
or country seems to have campaigned for legislation which would protect a 
place of origin from the fraudulent use of its name.“ 

From the late nineteenth century, there was a wide chorus of complaint, 
led by the Cutlers’ Company, the Town Council, and the Sheffield Chamber 
of Commerce, about the misuse of the term ‘Made in Sheffield’. But 
because it was a collective term and its misuse did not affect any individual 
firm, no one firm had any incentive to protect it (indeed, many firms simply 
marked their goods with their own name). It was important, therefore, that 
a body which did not represent the interests of any particular firm should 
protect the interests of all. It was the Cutlers’ Company which assumed the 
mantle. 

Appeals to foreign governments to take action to prevent this misuse 
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Few industries in the nineteenth century matched the Sheffield hardware trader in the use of trade 
marks. Firms such as Thos Ellin often had several marks, some dating from the seventeenth 
century 

(Courtesy Sheffield City Library) 
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were unsuccessful. The reasons for this were entirely legal: a series of 
International Conventions on Industrial Property had established reciprocal 
rights between nations as far as registered trade marks were concerned: in 
other words, if a UK manufacturer had registered his trade mark in England 
and he discovered that a German manufacturer was falsely using it, he could 
apply to the German courts to have this misuse stopped. But the crucial 
issue here was registered trade mark. The Act of 1875, and subsequent Acts 
of 1883, 1887, and 1888, did not make any provision for the registration of 
geographical trade marks. Like individual companies, the Cutlers’ 
Company’s major concern was not misuse of the Sheffield name in the 
domestic market so much as its abuse abroad. The Merchandise Marks Act 
(1887) made provision for false descriptions of place of manufacture. If 
knives were imported into the UK from Germany, and the knives were 
marked ‘Made in Sheffield’, then the Customs authorities had the power to 
seize these goods and hold them until the mark was removed.” But, as we 
have seen, evidence before the 1897 Committee revealed that fraudulently 
marked goods were exported directly to colonial and other third markets. 

As misuse of the term ‘Sheffield’ became more common between the 
1890s and 1914, so financial pressures increased on the Cutlers’ Company. 
When it did decide to proceed in cases where ‘Sheffield’ was abused 
abroad, the costs involved were usually substantial, the proceedings lengthy, 
and the results uncertain. If the Cutlers’ Company was to continue 
defending ‘Made in Sheffield’, it would need greater resources.” The first 
public appeal for funds in 1899 was a failure, as only £1,710 was 
subscribed. The Company concluded that, ‘it is quite evident that there is no 
public desire for the protection of the name of “Sheffield”’.” Initially, it was 
resolved that the latest full list of subscribers to the fund would be 
advertised in the Sheffield newspapers with an intimation to the public that 
the promised sum was quite inadequate and that the Cutlers’ Company 
would not feel themselves justified in proceeding with prosecutions unless 
they received a minimum of £4,000.” However, the legal and parliamentary 
committee argued that such publicity would only make matters worse and 
would seriously injure Sheffield’s overseas trade. Instead, the committee 
recommended the return of the paid subscriptions and that the matter should 
be quietly dropped.” 

A second appeal 11 years later was much more successful, generating 
£11,000.” The most likely explanation for this change in spirit seems to 
have been that the first appeal was surrounded in animosity: various 
allegations had been made in the local press that many of the members of 
the Cutlers’ Company could not be trusted to uphold Sheffield’s reputation 
because it was these very firms who were importing German goods and 
stamping them ‘Made in Sheffield’.* The subscribers to the second fund did 
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include many of Sheffield’s principal cutlery and steel firms: William 
Jessop & Sons; Vickers; Joseph Rodgers; Needham, Veall & Tyzack; Thos. 
Ward; Brown Bayleys; and Wostenholms. The Cutlers’ Company believed 
that the fund would enable it to achieve two objectives: first, on an attacking 
note, it would allow the Company to take up cases it had had to decline 
because of lack of funds.” Second, ‘the very act of the existence of such a 
fund would show the determination of the City of Sheffield as a whole to 
defend its rights and would in itself act as a preventative’ .* 

After the second, and much more successful, public appeal, one would 
have thought that the problems facing the Cutlers’ Company would have 
diminished. But it faced two further difficulties. Was there any point in 
defending ‘Made in Sheffield’ marking, if this could not guarantee a 
minimum level of quality? Also, because the Company could not 
continually appeal for funds, it was important that it should be able to 
prosecute its cases as cheaply as possible. This could only be done if the 
word ‘Sheffield’ was placed on a much firmer legal footing — in other 
words, 1f it was registered as a trade mark. 

Sheffield had highlighted an important problem in trade marking. This 
arose when the value of the collective mark became very great and some 
manufacturers (those who produced cheap/inferior cutlery) had an incentive 
to mark their goods simply as ‘Made in Sheffield’ in order to earn a 
premium which their own branded goods would not have earned. In other 
words, the unscrupulous manufacturer ‘free-rides’ on the reputation of 
Sheffield.” Between 1910 and 1925, this was a particularly common 
practice in Sheffield, when many manufacturers marked their goods as 
‘Best Sheffield Make’ when, in fact, their goods were distinctly inferior.” 
This could obviously lead to a situation where nobody would buy goods 
marked solely as ‘Made in Sheffield’, rendering the marking completely 
worthless.” The only solution would be to ensure that ‘Sheffield’ marked 
goods did conform to a certain minimum quality. But this opened a can of 
worms which was not satisfactorily resolved. Ideally, the Cutlers’ Company, 
as the registered owner of the Certification Mark ‘Sheffield’, should have 
taken steps to ensure that goods so marked did conform to a minimum 
quality standard — perhaps by using something similar to the hallmarks 
which certify the purity of gold and silver. But at what level was this 
minimum quality standard going to be set, and how was this policing to be 
financed?” Clearly, miscreants would not subscribe to the fund; and a 
further problem was the fact that there was a market for their cheaper and 
lower-quality cutlery. Such products might not qualify for the ‘Made in 
Sheffield’ imprimatur, if they were below the minimum standard. But this 
was Clearly unfair to those genuine manufacturers who served the lower end 
of the market. 
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Unfortunately, and despite the considerable importance of the issue, 
Sheffield never instituted a mechanism for quality control. Thus, when the 
Company finally succeeded in registering ‘Sheffield’ as a trade mark in 
1924, although legal rights to its use were protected, the economic 
advantages which might have developed from the mark were not 
maximised. In the event, this may not have mattered too much. The inter- 
war period was hardly the best time to stress quality and higher prices, since 
the overall trend in cutlery was towards cheapness. The acceleration of 
mechanisation, coupled with the introduction of stainless steel — to say 
nothing of the Depression — began making the Cutlers’ Company’s 
obsession with trade marking look seriously dated. The Company did use its 
new-found powers to defend ‘Sheffield’ marking as much as it could, and 
its efforts are chronicled at wearying and portentous length in a published 
history of the Company." But, as ever, the policy was expensive, time- 
consuming and never-ending and also not usually very successful. 


V 
CONCLUSION 


We took as our starting point the pathbreaking article on trade marks by 
Professor Wilkins, who clearly shares the nineteenth-century Sheffield view 
on the subject — that trade marks were of far-reaching importance in the 
successful development of international commerce. According to her 
analysis, the importance of trade mark protection is proved by its 
coincidence with the rise of the modem corporation. 

How does the Sheffield experience square with this? Hardly at all, it 
seems. The greatest exponent of nineteenth-century trade marking and the 
leading contributor to legislation was a town whose industry was based on 
small-scale handicraft manufacture. Sheffield shows it was not the case that 
in trade marking ‘legal protection only became of key importance with the 
rise of giant enterprises’ and that before the rise of the modern corporation 
(operating overseas) there was no need to defend trade marks.” Sheffield’s 
concern with trade marking extended back many centuries, its court actions 
began well before 1850 (and were initially domestic, rather than overseas), 
and the firms involved were not in any sense giant multinationals (both 
Rodgers and Wostenholms, for example, were essentially family-operated 
throughout the nineteenth century). 

More importantly, before attributing major advantages to trade marking, 
we clearly need to assess how successful the policy was in particular cases. 
It is not enough merely to highlight favourable court rulings for specific 
companies, without attempting to assess the long-term success of their trade 
marking strategy.” This can only be done by case studies of individual firms 
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and industries, difficult though that is. As regards Sheffield, if we were 
asked how successful was the cutlery and tool industry’s trade marking 
policy, the answer must be: not very. This was so for two main reasons. 

First, trade mark defence is essentially, as the phrase implies, defensive. 
Invariably, much of the damage by fraudulent marking has already been 
done by the time it is noticed and court actions are a notoriously slow 
method of dealing with the problem. Nor does a successful court case 
prevent another manufacturer (or the same one under a different name) from 
immediately perpetrating a similar fraud. Even the staunchest adherents of 
Sheffield’s trade mark policy admitted that the task of defence was never- 
ending: ‘no sooner is one adversary down than another appears’ .” 

The second factor which made Sheffield’s efforts largely nugatory was 
that after the late nineteenth century the trend in cutlery (and also to a 
certain extent in tools) was towards mass production, which meant a fall in 
price and often in quality. Cutlery and tool manufacture, in fact, is an 
excellent illustration of an industry in which trade marks have become less 
(not more) important as it has become more global. In modern times, cutlery 
craftsmanship has virtually died out and trade marks in many (though not 
all) classes of cutlery have become little-regarded. (Anyone who doubts this 
statement should try and recall the last time they bought or used table 
cutlery and looked at the trade mark.) This trend posed a severe dilemma for 
Sheffield firms: should they follow the Americans and Germans in 
mechanising, or should they restrict themselves to the shrinking high- 
quality market (meanwhile doing all they could to defend their famous 
marks)? Broadly speaking — and the subject is too big to allow discussion 
here, though it is detailed elsewhere” — Sheffield firms chose the latter, a 
decision which condemned the Sheffield cutlery industry to slow 
contraction. The cutlers only adopted machinery ‘with reluctance and a 
vague sense of shame’; and the industry was typified by its conservatism 
and a lamentable record in product innovation. Sheffield had the mistaken 
idea that, if the integrity of the mark could be guaranteed, then its products 
would sell themselves. Thus instead of capitalising on its work in securing 
trade mark protection by using this as springboard from which to begin the 
modernisation of the industry, all Sheffield seems to have done was succeed 
in erecting yet another institutional barrier — in the Elbaum and Lazonick 
sense — to industrial change in the cutlery trades.” 

It may be that Sheffield was a special case and that a declining industry 
like cutlery will perhaps not show to best effect the thesis that trade marks 
were a vital asset — although it would be a strange thesis that could not find 
room for the most vociferous and in many ways (despite the ultimate failure 
of the policy) most effective global defender of trade marking principles. 
Certainly this single case-study does not necessarily prove that trade 
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marking and trade mark defence are totally misguided. Coca Cola’s defence 
of its name against Sainsbury’s in 1994, and Champagne’s continuing and 
successful campaign against various attempts to free-ride on its name show 
that companies still regard trade marks and trade names as important. 
Indeed, in cutlery the recent success of Richardson Sheffield’s ‘Laser’ knife 
owes something to its catchy trade name. 

However, Sheffield does show that defending trade marks only performs 
a useful function up to a point.” And clearly they are only one asset among 
many. (It is a mischievous thought, but is not the paucity of literature on the 
economics and history of trade marking merely a recognition that the 
subject is not of the greatest significance?) As one shrewd Sheffielder put it 
in 1849: ‘In an open market all questions of spurious marks, common 
goods, etc., will in time regulate themselves. Sheffield has not lost her 
position in the market by dishonest trading, as some seem to think; and all 
the “corporate marks” in the world, if the patterns and the prices of the 
goods are not right, will never regain that position for her’.” We share that 
scepticism and would argue that the importance of trade marks should not 
be overrated: certainly, Sheffield casts some doubt on the view that they 
‘made the very emergence, existence and continuance of giant corporations 
a reality’.” 
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become a generic description of a particular type of manufacture and not solely of the 
locality. To some extent, Sheffield was immune from this problem because it produced an 
enormous variety of goods and so the term ‘Sheffield’ did not denote a particular style of 
manufacture 

50 & 51 Vict, Merchandise Marks Act (1887), s.16. 

For example, the case of the Cutlers’ Co. v Redlich. See Sheffield Advisory Committee, 
Book 1, Aug. 1912. 

At a meeting of the ‘Sheffield’ advisory committee in 1910 ıt was reported that the Cutlers’ 
Co had spent in excess of £2,000 over the past few years defending Sheffield’s name, and 
that the Co. had decided that its resources were inadequate to take up all the cases that were 
referred to ıt. Sheffield Advisory Committee, Book 1, 4/10/1910. 


. Cutlers Co., C9/7, 27 June 1899. 


Ibid 

Cutlers’ Co, Minutes of Legal & Parliamentary Committee, Book N1/1, 2 Aug. 1899. It 
seems this course of action was adopted, 

Cutlers’ Co , ‘Sheffield’ Advisory Committee, Book 1 C9/7, 21 Nov. 1911 The target was 
around £15,000. 
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See for example S. Taylor, ‘Tradition and Change in the Sheffield Cutlery Trades, 1870- 
1914’ (Unpublished PhD thesis, University of Sheffield, 1988), pp.85~-8. 

Cutlers’ Co. ‘Sheffield’ Advisory Committee, 4 Nov. 1910. 

Ibid. 

Non-identification of a firm’s output can lead to quality depreciation in the industry as a 
whole because of externalites. In this case, supply by a particular firm of lower than 
anticipated quality imposes a cost through the loss of future sales not only on that of the firm 
but on all firms in the industry. Moreover, if consumers cannot reliably distinguish between 
the output of vanous firms (because trade marks are being fraudulently used), then they 
might view the goods of all firms as being perfect substitutes, and therefore all goods 
(whatever their actual differences m quality) would have to charge the same price. G 
Akerlof, “The Market for Lemons: Quality Uncertainty and the Market Mechanism’, 
Quarterly Journal of Economics, Vol.86 (1970), pp.490—5; see also HLE. Leland, ‘Quacks, 
Lemons and Licensing: A Theory of Minimum Quality Standards’, Journal of Political 
Economy, Vol.87 (1979), p.1329 

For example, at the 4th AGM of the ‘Sheffield’ advisory committee in 1916, it was reported 
that some Sheffield manufacturers, when they started producing articles below their normal 
quality, would not mark these inferior goods with their own name but would simply stamp 
on the goods the legend ‘Superior Sheffield Cutlery’ Sheffield Advisory Committee, 1 Feb. 
1916, pp.116-17 

Akerlof, ‘Market for Lemons’, pp 489-90, 


. As far as minimum quality standards are concerned, it has been shown that if this standard 


18 set too high it will reduce the rents recerved by those firms producing high quality output, 
because the higher the minimum quality standard the lower is the premium necessary to 
induce high-quality supply. Shapiro, ‘Premiums’, pp.661, 677-78 


. Peach, Company of Cutlers, passim 


Wilkins, ‘Neglected Asset’, p 79. 
Ibid , p 73. 
Peach, Company of Cutlers, p.78. 


. See G. Tweedale, Steel City: Entrepreneurship, Strategy and Technology in Sheffield, 


1743-1993 (Oxford, 1995). There is now only one maker of hand-crafted knives m Sheffield. 
See idem, Stan Shaw: Master Cutler (Sheffield, 1993) 
Taylor, ‘Tradition and Change’, p.33. 


. See B. Elbaum and W. Lazonick, The Decline of the British Economy (Oxford, 1986) 
. The Cuatlers’? Co. continues to act as a branch of the National Trade Marks Office. 

. Sheffield Times, 30 June 1849. 
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Accounting Systems and Decision-Making in 
the Mid-Victorian period: 
The Case of the Consett Iron Company 


TREVOR BOYNS and JOHN RICHARD EDWARDS 
University of Wales College of Cardiff 


At a recently held workshop’ on how British business history should 
develop in the wake of Chandler’s Scale and Scope,’ two areas were 
highlighted. The first of these was the issue addressed in that book, though 
only imperfectly in many people’s eyes, namely the link within a country 
between business structure, organisation and performance, and how 
differences in structure and organisation across countries may explain 
variations in national economic performance. In contrast to this ‘macro’ 
agenda for business history, the second area highlighted, business decision- 
making, constitutes a more ‘micro’ agenda. Many participants in the 
workshop noted that our knowledge of how businesses actually make 
decisions is very limited. 

In modern university microeconomics textbooks’, the central position 
within the section on the theory of the firm is still occupied by the 
neoclassical profit-maximising model with its key assumption of 
instrumental rationality. The issue of business decision-making in reality is, 
of course, not as straightforward as this model would suggest. Modern 
theorists and economic philosophers have severely questioned both the 
concept of profit-maximisation and the instrumental view of rationality 
which underlies it. The instrumental rationality assumption, with its 
concentration on the ends rather than the means — on the choices made — is 
seen as weak, deriving its apparent force only from the addition of 
supplementary hypotheses.* Further concern has been expressed that 
neoclassical theory ignores the social context within which decisions are 
made. Arrow,’ for example, considers that rationality gains its force not as 
a property of the individual but from the social context in which it is 
embedded. 

Hence, in more recent times, some economists have adopted the concept 
of procedural rationality, with its emphasis on the means rather than the 
ends — on the processes employed — in building their theories. One example 
of this is Simon’s concept of bounded rationality, which recognises that 
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maximising behaviour is impossible due to incomplete information. Simon 
contends‘ that economic agents thus act in a behavioural fashion, and he and 
other behavioural theorists have sought to determine ‘what the central frame 
of the decision is, how that frame arises from the decision situation, and 
how, within that frame, reason operates’.’ For some economists, however, 
even these developments do not go far enough. Hargreaves Heap, for 
example, considers that the behavioural norms used are not individually 
determined but rather reflect wider social forces, themselves partly 
determined by historical contingency. Thus he argues that economists need 
to develop the concept of expressive rationality to reflect the fact that the 
individual is located within a web of rules, roles and norms which define the 
expected behaviour of a person in a certain situation.’ It should be noted, 
however, that the details of what specific features, such as bandwagon 
effects, regret, etc., should be built into the analysis cannot be determined a 
priori since they are a matter of historical contingency and can only be 
determined by a study of the procedures in use at the time.’ 

The effect of these recent developments has been to throw doubt on the 
assumption of profit maximisation which forms the bedrock of neoclassical 
economic theory. It is clear, however, that amongst classical economists of 
the late eighteenth and nineteenth centuries there was a recognition that 
businesses were not always motivated to achieve profit maximisation. They 
not only recognised the problems of incomplete information, but also those 
created by the divorce of ownership from control. Thus Smith, for example, 
recognised that the self-interest of those managing joint-stock companies 
may be different from the profit-oriented interests of the owners, a theme 
taken up more recently by, amongst others, Williamson.” Profit 
maximisation as a concept, undoubtedly gathered rigour from mathematical 
developments, commencing with Cournot, and was developed further by 
the neoclassical economists of the later nineteenth century.'' Modem, late 
twentieth-century developments in economic theory, therefore, can be seen 
as something of a re-discovery of factors clearly recognised by some 
classical economists, but which became lost in the mathematical 
developments of neoclassical theory. In particular there is a greater 
emphasis today on the fact that firms are not the myopic profit maximisers 
of neoclassical theory but rather are gropers in an uncertain environment, 
attempting to gain knowledge of profitable opportunities. 

The concepts of rationality and profit maximisation, at least in the 
theoretical sense, have thus undergone much change since the late 
eighteenth century, Whilst the development of alternative possible goals and 
different views of rationality may give rise to a truer reflection of real life, 
the lack of a single clearly defined goal such as profit maximisation is not 
without its consequences. In an environment where the goal of the firm is 
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unclear, and where many different possible conceptions are possible, 
addressing the issue of the effectiveness of decision-making, even in a 
theoretical sense, becomes difficult; for historians, attempting to deal with 
why certain decisions were made, the problem is doubly so. Often the 
reasons why businesses undertook a specific decision are unknown and the 
basis upon which it was reached is unclear. Judging goals, the framework, 
be it economic, cultural or social, within which the decisions are made, and 
hence the rationality of any decision, are therefore highly problematic issues 
for the historian. 

To provide comprehensive answers to all the issues relating to the 
economic, historical and social contingencies of business decision-making 
is perhaps beyond the efforts of any single historian or even pair of 
historians. Our aim in this paper is thus somewhat more limited. We 
examine how one firm, the Consett Iron Company Ltd (CIC), dealt with the 
major problem of deciding whether or not to close the iron-making side of 
jts operations. Where possible, we attempt to take account of wider issues, 
but in the main we focus our attention upon how costing methods and 
accounting systems were utilised and developed in response to the nature of 
the economic decision to be faced. Like much work in business history, 
however, our research has been hampered by a lack of definitive evidence 
in key places. Whilst the accounting and other records of CIC are more 
revealing than many, they do not enable us to state clearly how, or why, the 
problem of the closure of the iron-making department at Consett arose. For 
many individuals, unfortunately, their role, motivations, or the arguments 
they advanced, are not recorded. Nevertheless it is our belief that the case 
studied here does reveal significant issues in relation to decision-making 
and the role of accounting systems. In particular, that it can shed some light 
on one specific aspect of how businesses took decisions in the mid- 
Victorian era, a period which has been relatively neglected by business 
historians’ but which is of significance because it witnessed the more 
widespread development of the joint-stock, limited liability corporation in 
Britain. If any further justification is necessary, we find it in Simon’s call for 
micro-micro empirical studies in order ‘to determine specifically how [the 
decision-making] process is molded to context in actual economic 
environments and the consequences of this interaction for the economic 
outcomes of these processes’.” 


II 


Whilst the goal of profit-maximisation may continue to form a central plank 
of neoclassical economics, historians, including Chandler, have suggested 
that the goal may more realistically have been long-term survival of the 
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business. Within economic theory, of course, there is a distinction between 
short-term and long-term profit maximisation, with the latter recognising 
the need, in the long run, to cover all costs. The concepts of profit 
maximisation and long-term survival, therefore, are obviously interlinked to 
a certain extent. However, whilst some long-term profits may be a necessity 
for survival, it is far from clear that profit maximisation and survival are 
necessarily synonymous. Indeed there is some evidence from the late 
nineteenth-century coal industry that whilst many colliery managers and 
viewers took a long-term perspective, considering profitability over the 
perceived lifetime of the operation, typically taken to be between 25 and 30 
years,” it is less clear that they were concerned with profit maximisation. 
Whilst rates of return on capital in coal mining, which appear low in relation 
to those earned in less risky industries, may reflect a number of factors, one 
possibility is that firms did not strive for profit maximisation. Walters, in his 
study of South Wales coal owners, for example, has noted that they failed to 
pursue a coherent philiosophy of political economy. He sees their aim not 
so much as profit maximisation but rather as a worthwhile return on the 
factors employed.” 

In the iron industry in the late 1860s and early 1870s, the directors of 
Bolckow Vaughan & Co. Ltd suggested that the company should earn a 
‘very fair rate of return’, that it was ‘well suited for real investors, where a 
man does not require to sell his shares the day after he buys them’ and that 
the company looked towards the long term rather than the short term interest 
of shareholders.’* At the company which is the subject of this paper, CIC, 
the directors are less forthcoming than those of Bolckow Vaughan, but in 
their first annual report to the shareholders, they complement them on 
purchasing the property on favourable terms and indicate that they consider 
the acquisition will yield a ‘fair retum’.” For William Armstrong, a 
consultant who provided valuations for many coal and iron properties in the 
second half of the nineteenth century, including Consett, a ‘fair 
remuneration’ seems to have implied a return on capital of 25 per cent." 

To judge whether any particular business decision was made in order to 
achieve a fair return, profit maximisation, or for some other reason is 
obviously difficult, even with the historian’s benefit of hindsight. Even 
where there is clear evidence of the influence of factors other than profits, 
it does not necessarily follow that rationalisation of the action on the 
grounds of profit maximisation could not be made. A key issue, however, is 
whether such rationalisation is merely an ex post justification, be it by the 
businessman concerned or by a historian, when the true, ex ante, reason for 
the decision was something quite different. There is also, of course, the 
possibility that several motivations may be intertwined. Flinn, for example, 
has argued that Ambrose Crowley HI (1658-1713) was an astute 
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businessman, carefully examining his costs with a view to long-run profit- 
maximisation, and that his welfare provisions for his workers, for which he 
is rightly reknowned, were shrewdly calculated to maximise profits. To 
suggest, however, that he indulged in paternalism merely because it paid, 
according to Flinn, would do him an injustice: ‘there are good grounds for 
believing that morality was at least a close second to profitability in his 
criteria of success in Business’. Whatever his motives, since the business 
Crowley created continued for another century and a half after his death, the 
enterprise could, at least in terms of long-term survival, be judged a success. 

Whether the aim was to maximise profits, simply to generate sufficient 
profits to achieve long-term survival, or something in between, control of 
costs became an essential fact of economic life for those businesses 
operating in a competitive environment. Whilst physical controls on inputs 
might be a feasible method of controlling costs in a situation where unit 
input prices are constant or falling, in the situation in which CIC found itself 
in the 1860s, with fluctuating unit input prices, an internal costing system 
was of paramount importance. Recent work by accounting historians, 
however, has suggested that economic and business historians have 
traditionally given insufficient recognition to the historical role of 
accounting information in business decision-making. Edwards and Newell, 
and Fleischman and Tyson,” have argued that the traditional view of cost 
accounting as having been adopted relatively late by British firms, from the 
1880s and 1890s, is inconsistent with the facts that have emerged in recent 
years. Indeed, many of the tools of modern management accounting have 
been found to have been in use by 1850, and both sets of authors have urged 
that further research into primary business records should be undertaken to 
determine the ultimate degree of usage of cost accounting data for planning, 
decision-making and control. This study, through utilising the internal 
accounting records, both financial and costing, of CIC in the third quarter of 
the nineteenth century, seeks to examine the extent to which the company’s 
costing systems could and did provide management with the necessary 
information for making a vital decision. 

The remainder of the paper is thus divided into three main sections 
followed by a conclusion. Section If examines briefly the development of 
CIC, its success in the late nineteenth-century, and the factors considered 
influential in that success. Section IV examines the nature of the company’s 
accounting system during the third quarter of the nineteenth-century, paying 
particular attention to its costing system, whilst section V focuses on the 
decision-making framework and the part played in it by the accounting system. 
In so doing, this paper will present a partial re-evaluation of the role played by 
CIC’s management in the late 1860s and early 1870s, and in particular the 
impact of the appointment of William Jenkins as general manager in 1869. 
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The Derwent Iron Company commenced production at Consett in North- 
East England in 1840, and, despite some major setbacks during the first 30 
years, it is generally agreed by historians of the concern that a successor 
company, CIC, became one of the most successful integrated coal, iron and 
steel companies in Britain during the late nineteenth-century.” Problems of 
excessive borrowing from the Northumberland and Durham District Bank 
in the 1850s, however, led to the downfall of the bank in 1857 and the need 
to reconstruct the financial and organisational arrangements at Consett.” 
The original company gave way to the Derwent & Consett Iron Company 
Ltd, which took control of the works in 1858. This company appears to have 
made profits during the next six years, despite a remarkable depression, but 
these were insufficient to enable it to complete the purchase of the Consett 
works as originally envisaged, hence necessitating the financial 
reconstruction which led to the formation of CIC. The share prospectus for 
CIC in 1864 nevertheless indicated that profits had been sufficient to 
suggest that ‘the expectation that an average profit of £35,000 per annum’ 
— equalling 12 per cent on the purchase money [to be paid by CIC] — may 
be fully relied on’.” 

The traditional story of CIC’s subsequent success largely ignores the 
remainder of the 1860s, focussing attention on the performance from the 
early 1870 onwards. Richardson and Bass, for example, have very little to 
say about the period between 1864 and 1870, beyond the fact that these 
were years of depression in the iron trade, and that the need for heavy 
capital expenditure on replacing obsolete blast furnaces and erecting a new 
puddling mill meant that the company started modestly, with dividends 
lower than those earned in the following profitable years.” Indeed, in their 
eyes, it was CIC’s subsequent success that made it more profitable than any 
other iron and steel company in the period up to 1914,” though recent work 
has suggested that their figures may overstate the average rate of return on 
assets between 1864 and 1914.% Whether the figure is 19 per cent as 
suggested by Richardson and Bass, or 124 per cent as suggested by 
Baldwin et al., there is little doubt that Consett was successful. But why was 
this so? 

In the most detailed study of the reasons underlying this success, 
Richardson and Bass have argued that certain factors can be ruled out. CIC 
did not enjoy locational advantages, indeed, if anything, probably the 
reverse.” The company’s plant was kept up-to-date by periodic 
reconstruction and replacement of obsolete equipment, but its performance 
on the technological front was average rather than exceptional.” Despite 
being a large producer, at no time did CIC enjoy a monopoly position, not 
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even in the North-Eastern plate market.” On the question of economies of 
scale, Richardson & Bass, in the absence, according to them, of relevant 
costing data, merely noted that CIC was not an unduly large concern when 
compared with its competitors and therefore was unlikely to have enjoyed 
any economies of scale that were not attainable by others.” 

Overall, Richardson and Bass found it hard to find any single 
explanation for the cause of CIC’s success. Instead they acknowledged the 
importance of the cheap acquisition of the works in 1864, the nature of the 
concern, in particular its backward integration which produced economies 
in raw material and fuel costs, the prudent financial policy pursued by the 
company which enabled expansion and reconstruction to be financed 
internally, and the engagement of professional managers.“ Whilst 
Richardson and Bass felt unable to assess the relative importance of each 
factor, they nevertheless considered the evidence to be strong enough to 
support the view that there was no failure of enterprise at CIC in the late 
nineteenth century.” This conclusion was reached, apparently, on the basis 
of the company’s profit and dividend performance, rather than on any 
specific examination of the company’s decision-making process. In an 
attempt to examine more closely the reason for CIC’s success, the 
company’s accounting system in the late 1860s is examined in the following 
section, and its decision-making framework in section V. 


IV 


The management structure at CIC in the years immediately after formation 
in 1864 comprised a nine-man board of directors, of whom two, David Dale 
and Jonathan Priestman, were joint managing directors. Dale was 
responsible for financial matters, while Priestman, as resident managing 
director, was in charge of the day-to-day operations. It would appear, 
however, that Priestman concentrated his attention on overseeing iron and 
coke manufacture, where each department was under the control of a 
different foreman, whilst the production of coal and ironstone was placed 
under the purview of a salaried resident viewer. Priestman’s greater “hands 
on’ role was reflected in a salary of £1,281 per annum, compared to that of 
only £500 for Dale.” 

An examination of the first volume of the Consett board’s minute 
books,* covering the period 1864—69, reveals concern with the usual 
business matters — finance, including loans, problems with securing 
supplies of raw material, legal disputes, negotiations of leases, etc. 
Regarding decision-making, the minutes reveal a number of areas of 
concern, some more routine than others. Those of a routine nature 
comprised the determination of dividend levels, and of salaries and fees, 
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whereas those of a greater import concerned whether to proceed with 
sinking new collieries, re-building blast furnaces, erecting new mills, 
improving transport links and, of greatest significance, whether or not to 
_ cease altogether the production of pig iron and finished iron products. 

When considering major items such as modernisation of operations, 
CIC’s board, in addition to utilising the information provided by the 
company’s accounting system and the advice given by its own managers, 
engaged outside experts to draw up special reports on particular aspects of 
the company’s operations. During the period between 1864 and 1870 three 
such experts were called in on separate occasions: Thomas Whitwell (1865 
— blast furnace operations); William Armstrong (1866-67 — development of 
coal resources); and Edward Williams (1868—69 — the iron works in general, 
and more specifically, the finishing works).* The engagement of outside 
specialists, although not unusual amongst iron companies in the late 
nineteenth century, implies limitations, from the decision-making point of 
view, in the company’s accounting system, which was backward-looking. 
Therefore the system was not totally appropriate for decisions about closure 
of departments or the commencement or cessation of the production of 
specific products, which should be based not only on immediate past 
performance but also expectations of future developments. Whilst the 
necessary future estimates could have been made internally, the use of 
outside experts could be rationalised on the grounds of either cost, i.e. they 
were cheaper than using internal mechanisms to obtain the necessary 
information, that they provided some check on internal mechanisms and 
estimates, or they generated some additional benefit. One possibility here 
would be that whilst their future estimates may not be any more accurate, 
given their knowledge of other firms and situations, they would be better 
able to judge the efficiency of the firm’s existing operations through their 
ability to provide external comparators, something which no firm’s own 
internal costing system can ever do. 

Given the wide-ranging nature, and possible long-term consequences, of 
a decision such as that to close down iron manufacture altogether, it is not 
surprising to find that CIC’s board avoided hasty decisions and chose to 
supplement its own internal information flows with the advice of outside 
specialists. But what was the nature of CIC’s accounting system in the 
1860s and what information did it provide? According to Johnson and 
Kaplan,” costing systems are not needed when business consists merely of 
a series of market transactions, but become relevant when the visible hand 
of management begins to supplant the invisible hand of the market. In the 
1860s, CIC was a vertically integrated operation with numerous internal, 
non-market based, transfers of raw material and intermediate products 
between different departments: raw materials such as coal, coke, and iron 
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ore, were converted in blast furnaces into pig iron, which in turn was 
converted in puddling furnaces into bar iron and finally, in various types of 
finishing mulls, into products such as rails, plates and angles. Inter- 
relationships with the market occurred chiefly through sales of coke and 
finished iron products at this time, but while the bulk of coal and pig iron 
production were transferred internally, occasionally sales or purchases of 
small quantities of these items could occur.” 

Having been established as an integrated concern, Consett therefore 
required a costing system which recorded the flow of production through 
the various intermediate stages to the final end products. Two types of 
‘natural’ bases for the collection of costs emerge from such a production 
process, namely the various departments — collieries, coke ovens, blast 
furnaces, puddling mills, finishing mills — and the different products — coal, 
coke, pig iron, bar iron, plates, rails, and angles. In a typical situation, the 
department might comprise a ‘cost centre’ for the collection of costs, while 
the product would comprise the ‘cost unit’, with unit cost figures obtained 
by dividing department costs by output. At CIC during the 1860s the cost 
units were generally based upon a classification by product (see Figure 1), 
though occasionally, usually within a product group, figures could also be 
presented at a more disaggregated level. Thus, under coal, for example, in 
addition to detailed per unit figures being presented for specific items of 
còst as well as total cost, there were also summary average total cost figures 
for each individual colliery. On the manufacturing side of operations, each 
specific variation of a product might be treated as a cost unit, in addition to 
the product group as a whole. Thus detailed figures are presented for each 
specific type of pig iron in addition to those for the aggregate cost unit, 
‘average pig iron’. 

Having established the cost centres, there is then the issue of deciding 
what costs should be included. The main costs to be grouped are prime 
costs, such as raw materials and direct labour, and indirect costs or 
overheads. Whilst full absorption, or total, costing allocates all direct and 
indirect costs to a centre in order to determine the full cost of producing the 
cost units, under marginal costing unit costs are only computed for the direct 
costs. Although theoretical developments by economists of the concept of 
marginal cost began around this time, CIC’s costing system in the 1860s, 
and for a long while afterwards, was based on the full absorption method. 
Thus for any particular product there was included a cost element, 
‘estimated charges’, representing overhead costs. Amongst the items 
included in ‘estimated charges’ were: stationery and salaries; commission; 
insurance; rates and taxes; horse depreciation; railway working; damages; 
gas; and water. The exact method used to apportion overheads, however, is 
unclear, but it was not based, at least in any simple manner, either on the 
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basis of output or direct labour costs, two of many possible alternatives 
discussed in the accounting literature of the late nineteenth century.* 

Having established cost centres, it should be but a small jump to utilising 
these same centres for determining the source of profits. Where such centres 
are based around distinct saleable products, matching sales revenue against 
the costs associated with any particular centre presents little difficulty. In 
situations, however, where individual products are not sold outside the firm, 
but are rather transferred within the firm for use by other products/ 
departments, there arises the problem of whether such transfers should 
occur at cost or at a price which incorporates a profit element. If the former 
method is used, for example coke is passed to the blast furnaces at cost, then 
coke production will report neither profit nor loss; all profits and losses 
being instead attributed to the final products which are sold in the market 
place. If, however, the management wants to examine the profitability of 
separate products/departments, for purposes of deciding whether or not to 
close a specific operation, then the practice of transferring intermediate 
products at cost will provide no basis for making any such decisions. In 
such situations it is clear to modern management accountants that the only 
sensible way forward is to use some form of transfer pricing system based, 
not on cost, but on market prices. For businessmen in the nineteenth 
century, however, the issue seems to have been less clear, actual practice 
varying not only between companies but also over time within the same 
concern,” 

On its formation in 1864, CIC inherited an already established costing 
system from its predecessor, which it continued to operate unchanged until 
1867.” At the beginning of that year, however, the system of transferring all 
products internally at cost was modified, resulting in some product 
movements being recorded at amounts above cost. Although the cost 
analysis books themselves provide no evidence as to why this change was 
made, the directors’ report to the shareholders for 1867 notes that a new 
accounting system had been introduced: ‘with a view to shewing more 
clearly the results of your Collieries and Coke Ovens, as distinguished from 
your Iron Works, your Directors adopted, from the 1st day of January last, 
the principle of charging a profit on the coals and coke used’.“ The products 
affected by the changes, as observed from the cost analysis books, were: 
coal charged to coke, to the blast furnaces and to other iron making 
operations; and coke supplied to ironmaking. 

The move to a system whereby coal was transferred to coke 
manufacture, and both coal and coke to iron manufacture at charges above 
the cost of production, obviously enabled the generation of profit figures for 
coal and coke. Some of the profit previously attributed to sales of finished 
iron, was now allocated to its original source, coal or coke. It is clear from 


THE CONSETT IRON COMPANY 39 


TABLE | 
PRODUCTION COST OF CONSETT COAL AND TRANSFER PRICES FOR COAL CHARGED TO 
OTHER ACTIVITIES, 1867-1872 





(New Pence per Ton) 
Half Production Price at which coal charged to 
Year Cost of er —7 
to Coal Coke Pig Castings No.1 Rails Plates 
Iron Bars 


31/12/67 18.13 21.25 20.42 20.42 20.42 20.42 20.42 
30/06/68 17.19 21.25 20.42 20.42 20.42 20.42 20.42 
31/12/68 17.01 21.25 20.42 20.42 2042 20.42 20.42 
30/06/69 16.15 21.25 20.00 20.00 20.00 20.00 20.00 
31/12/69 15.64 20.33 17.50 17.50 17.50 17.50 17.50 
30/06/70 16.57 20.36 17.50 17.50 17.50 17.50 17.50 
31/12/70 17.26 20.31 17.50 17.50 17.50 17.50 17.50 
30/06/71 17.92 21.53 18.75 18.75 18.75 18.75 18.75 
31/12/71 18.73 21.59 18.75 18.75 18.75 18.75 18.75 
30/06/72 20.54 23.20 25.07 22.75 22.54 22.64 2265 
31/12/72 25.61 26.13 24.38 24.38 24.38 24.38 24.38 


Source: British Steel Northern Regional Records Centre, loc.no. 04698, Consett Iron 
Company Ltd, General Manager’s Cost Analysis Book, 1867-1905. 


the documentary evidence, however, that whilst CIC was moving away 
from transferring items at cost, the move toward market prices was initially 
tentative. At first, arbitrary, pre-determined transfer prices, above cost but 
apparently unlinked to market prices, were used, for transfers to iron 
manufacture of both coal and coke (see Table 1). In the half-year ending 31 
December 1869, figures contained in the general manager’s cost analysis 
book suggest that coal transfers to coke began to be linked to market prices, 
whilst transfers to iron manufacture continued to be carried out at arbitrary 
pre-determined rates, though ones that were varied on occasions, apparently 
as a result of decisions taken by the board. By 1872 and 1876, when explicit 
statements of the the formula then in use can be found, though not 
unfortunately of the motivation behind it, the basis was the net selling price 
of coke as follows:* 
TABLE 2 
NET SELLING PRICE OF COKE (NEW PENCE) 


1872 version 1876 version 
Net selling price of coke sold X Y 
Coke charged to blast furnace X-5 
Net selling price of coke used Y-5 
Coal used in making coke for sale YX YY — 5) 
Coal used in making coke for ironmaking Wx —125 YAY - 5) - 1.25 


Coal used for all other purposes WX -2.5 YAY —5)-25 
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V 


It seems clear that the developments noted above in CIC’s costing system in 
the late 1860s were related to the nature of the decisions facing the 
company’s board of directors at that time. Outwardly, the published annual 
directors’ reports for the late 1860s exhibit concern with issues such as new 
colliery sinkings and blast furnace reconstruction, but they fail to give any 
hint of the major dilemma facing the board, that of whether or not to cease 
iron manufacture altogether and merely concentrate on coal and coke 
production. Resolution of this issue was obviously going to be of 
fundamental importance for the future direction, and success, of the 
company and the nature of the issue can explain the move away from 
transferring raw materials and intermediate products at cost within the 
costing system. 

The key period for the decision about whether or not to cease iron 
manufacture occurred between about.1865 and 1869. The modification of 
the costing system in 1867 provided the management, for the first time, with 
a realistic indication of the source of the company’s profit as revealed, 
initially, in an unpublished revenue account.“ Whereas previously all profit 
had been allocated either to coke sales or various aspects of iron 
manufacture, the changes enabled the company to generate a set of profit 
figures for all products, including raw materials transferred internally. 
Following this change, CIC’s accounting system clearly indicated 
weaknesses on the iron manufacturing side of the company’s operations. 
Thus when Edward Williams, the manager of Bolckow Vaughan, was called 
in by the board to examine the iron operations he had no difficulty in 
identifying this weakness from CIC’s cost books and their published 
accounts.“ 

Williams, using his own calculations, assessed CIC's position as 
follows:* 





TABLE 3 
Sum available for dividends £23,448 

profit on coal £20,509 
profit on coke £13,452 

£33,961 
Less expenditure on colliery 
sinkings and additional coke 
ovens not charged to cost a/c £ 8,100 





£25,861 
Net loss on ironworking £2,413 
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By treating new work as a current expense, Williams thus found a net loss 
of £2,413 on ironmaking. The company’s own unpublished revenue 
account, to which Williams does not appear to have had access,“ shows 
however a slighty different story (see Table 4). It reveals that the net profit 
of £23,448 shown in CIC’s published balance sheet for 1867-68 was arrived 


TABLE 4 
MANUFACTURING PROFIT, BY PRODUCT, CONSETT [RON CO LTD 1865-70 
(All figures in £) 
Period Plates Bars Rails Pig iron Coke Total* 
h/y to 30 June 1865 (981) (832) 2,844 3,825 1,018 10,631 


year to 30 June 1865 7,081 779 8,094 12,951 1,489 37,783 
h/y(7) to 30 June 1866 8,306 (98) 3,425 7,638 1,532 23,870 
h/y(7) to 31 Dec 1866 4,121 336 (133) 1,800 2,687 12,925 


Penod Bars Rails Pig Iron Castings Coke Coal 
Sold ForOQwn Use Sold For Own Use Total 


year to 
30/6/1868 445 34 2,012 74 7,611 2,498 658 15,291 33,813 


Year From Rails, Coke Coal Fireclay 

Ending Plates, Bars, —— es Used 

30 June Pig and Castings Sold Used Sold In Coke In Works 

1869 10,063 6,747 2,977 649 7,158 7,780 543 42,360 
1870 72,114 5,670 4,974 1,529 6,880 8,352 43 107,674 


Note: *The total figures throughout the table comprise the total credits shown 1n the relevant rev- 
enue account, less any losses shown in the table (in the original these are shown not on 
the credit but on the debit side of the account). It comprises all tems shown plus certain 
others not indicated, the most important of these being rents and royalties. 


Sources: 1865—68 — British Steel Northern Region Records Centre, Middlesbrough, loc no. 
02197: Ms revenue accounts. 
1869-70 — Consett Iron Co. Ltd, published Revenue Accounts. 


at after deducting from total manufacturing profit of £33,813, interest costs, 
rates, taxes, a provision for bad debts and a sum for new work not charged 
in the cost accounts.” The unpublished account also shows a manufacturing 
profit on coal and coke, whether sold externally or transferred internally at 
above cost, of £26,058, compared to a profit on all aspects of iron 
manufacture of only £2,565 and other profit (due to fireclay, house and 
cottage rents, rent of land and royalties) of £5,189. If Williams’ treatment of 
new works as a current expense is utilised, then after deducting new work 
of £2,930 (comprising blast furnace alterations ~ £1,025; new shears — 
£762; and a new hammer — £1,143), a loss of £365 on ironmaking is 
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revealed, a smaller loss than revealed by Williams’ own calculations. Whilst 
the basis of Williams’ loss calculation can be questioned, it is clear that 
CIC’s ironmaking operations were performing poorly compared to coal and 
coke. 

Under such circumstances, it would have been rational for CIC to 
consider cessation of iron manufacture, but to base such a major decision on 
one year’s figures alone would undoubtedly have been rash and unwise. 
Indeed, there are a number of grounds upon which modern management 
accountants would caution against cessation of manufacture of a particular 
product, or the closure of a department, even where the product/department 
makes a negative contribution to the business. Closure should only proceed 
where: the management is convinced that a return to profitability is 
impossible; the calculated short-run loss has not resulted from the deduction 
of unavoidable, or sunk, costs; and any detrimental ‘ripple’ effects on other 
products or sectors of the business caused by closure would not outweigh 
the gains to be made by closure/cessation.“ Whilst not specifically 
addressing the issue of sunk costs, Williams argued against cessation of iron 
manufacture on both the other grounds. 

Williams clearly showed an understanding of the ‘ripple’ effect 
argument, recommending that the company should continue to operate as a 
fully integrated works, despite losses on iron manufacture, since total 
company profits were higher than they would otherwise be if the works was 
closed.® In particular, he judged that the company’s coal resources would be 
worth far less in terms of profit if the works were to be closed and the 
company forced to sell all its coal and coke on the open market, a task which 
would be far from easy given the quality of the company’s products and the 
distance from the obvious markets of Darlington and Middlesbrough. He 
also thought that, partly due to its cheap coal resources, CIC should be able 
to generate a comparative cost advantage in the manufacture of finished iron 
products such as rails and plates. He declared that CIC should be able to 
make rails and plates ‘at less than the average cost of similar iron produced 
in Yorkshire and Durham’.* 

Thus Williams, in the conclusion to his first report, urged the 
continuance of iron manufacture: ‘the opinion I have come to is that Consett 
as a fuel producing property only is of far less value than as a complete 
apparatus for making wrought iron, and that fairly worked for the latter 
purpose, it ought to yield a very good return for the moderate amount of 
Capital your Company has invested in it’. To achieve such a successful 
future outcome, in his second report, Williams made certain recom- 
mendations regarding the modernisation of the works and as to the 
managerial organisation.” 

Williams’ reports make it clear that businessmen in the late 1860s were 
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aware of those factors which are today considered significant in 
management decision-making. His views were acted upon: the works was 
modernised, new blast furnaces erected, mill operations modified and 
Priestman, the resident managing director, resigned along with his assistant, 
Radcliffe, to be replaced as general manager by William Jenkins, formerly 
of the Dowlais Iron Company in South Wales; and Consett subsequently 
became a successful integrated coal, iron and steel manufacture in the late 
nineteenth century, Richardson and Bass, like many historians of Consett,” 
have suggested that the appointment of Jenkins was a key factor in this 
subsequent success. This assessment is undoubtedly based on the fact that 
Consett’s revival and Jenkins’ appointment coincided, the widely held view 
being that CIC was able to generate large profits throughout the late 
nineteenth century due to Dale’s financial skills and Jenkins’ managerial 
aptitude. Our view, however, is that the decision to retain iron manufacture, 
coupled with the revival of the iron trade in the early 1870s, was the key to 
the company’s future success, not the appointment of Jenkins. 

Whilst Jenkins may well have brought superior managerial skills to 
Consett, his arrival was accompanied by two other important developments. 
First, there was the significant upturn in the iron and coal trades in the early 
1870s, which was clearly beyond managerial control, but which had a major 
impact upon Consett’s profitability shortly after Jenkins’ arrival in late 
1869. Second, there appears to have been a notable change in the attitude of 
CIC’s board during 1869 and the early 1870s in respect of undertaking 
major capital expenditure. There would seen to be two inter-related reasons 
for this: a realisation, forced upon the board by the two reports delivered 
during the first half of 1869 by Williams,* that without urgent investment 
the future of the company looked bleak; and the improved profitability 
consequent upon the boom in the iron trade which made investment easier 
to accomplish from a financial viewpoint. These two factors would clearly 
seemed to be linked since several of Williams’ major recommendations, 
particularly with respect to modernising the blast furnaces, merely echoed 
those suggested by Whitwell, but only partially acted upon, several years 
earlier.“ 

The explanation for the failure to adopt Whitwell’s suggestions earlier 
undoubtedly lies in a lack of finance available for major investments in the 
second half of the 1860s. Despite several aquisitions and developments, 
actual expenditure at Consett during this period was not large, since 
payment of purchase monies, and the undertaking of large capital 
expenditure were delayed. Thus net cash outlay on the purchase of the 
Shotley Bridge iron works and estate during the period was less than might 
first be thought. The purchase, negotiated in 1866 at a price of £55,000, 
involved the deferrment of payment of £29,000 of this sum over a period of 
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several years.” The issue of 6,000 shares, made at this time, on which 
£7/10/- (£7.50) of the nominal £10 value was called up over the period to 1 
August 1867, thus more than covered the actual amount paid between 1866 
and 30 June 1869, by which date over £24,000 was still outstanding. A 
similar picture existed in relation to the Dunn estate where, although the 
purchase for £15,000 was agreed in 1867, the first instalment of £2,500 was 
not paid until the financial year 1869-70.” 

In addition to the small scale of payments made for the Shotley Bridge 
and Dunn acquisitions, plans to spend between £20,000 and £30,000 on a 
new colliery sinking at Blaydon and Conside, announced in 1868, were 
deferred until 1870.% This evidence, together with that on actual 
expenditure, would suggest a board attempting to limit, as far as was 
possible, financial expenditure during the late 1860s. Actual amounts spent 
on new work and modernisation did not exceed £10,000 in 1864-65 and 
1866—67, and were only £15,000 in 1867-68.” In 1868-69, however, they 
rose to £21,500,” much of this following the decision to carry out further 
modifications to the blast furnaces in the light of Williams’ first report. The 
general order of magnitude of these amounts is not large, particularly when 
judged against the sum, in excess of £100,000, required to carry out a 
serious modernisation of the company’s iron manufacturing operations, 
and subsequently paid out for blast furnace reconstruction in the early 
1870s." 

Whitwell, in his 1865 report, had suggested that complete modernisation 
of the blast furnaces would cost £70,000, though this would generate an 
annual cost saving, mainly as a result of reduced coal and coke 
requirements, of £27,000 per annum.” The board was clearly reluctant to 
countenance such expenditure, despite the relatively short pay-back period 
implied. Whilst some minor improvements were made, and two furnaces 
modernised, the scrapping and replacement of the other five ‘obsolete’ 
furnaces was delayed. It was only following Williams’ first report that the 
board sanctioned the building of a third modern furnace and, following a 
report from Jenkins soon after his appointment, finally agreed to scrapping 
the remaining old furnaces and building two, later extended to four, 
additional modern furnaces.” There are other indications that the board was 
reluctant to spend large sums of money. In defending himself and his 
assistant against charges of incompetence made by Williams in 1869, 
Priestman noted that the explanation for excessive fuel consumption at the 
puddling furnaces lay outside their hands: 


I am aware that our arrangements are wasteful, for want of suitable 
Depots for the coal when tipped out of the wagons & we have often 
thought of & discussed an alteration in this respect — but the very great 
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expenses in a place laid out as ours is, has hitherto deterred us from 
doing much.“ 


Immediately following Williams’ first report, the board sanctioned 
Priestman, in addition to commencing the third modern furnace, to go ahead 
with adopting Whitwell’s stoves at the second modern blast furnace, and to 
complete the system of stack boilers at the puddling funaces, which were 
currently only one-third completed. With apparently little option but to 
undertake significant modernisation if they were going to be able to 
compete successfully as an iron manufacturer, and with trade beginning to 
improve, the CIC board finally began to sanction expenditure on the scale 
necessary during the first half of 1869. 


TABLE 5 
CONSETT IRON COMPANY LIMITED, PROFITS AND DIVIDENDS, 1864-1870 
(Figures in £ unless otherwise stated) 
Year Profit Expenditure on Net Profit Amount of Dividend 
Ending Per Year Works Collieries Available Dividends Rate per 
30 June (ex tf)! For Dividend Paid Out centpa 
1864 21,062? 6,673 14,389 13,901 93 
1865 39,096 3,860 5,178 30,058 30,000 10.0 
1866 35,872 35,872 30,000 10.0 
1867 31,605 8,707 28,401 23,436 7.5 
1868 38,413 14,966 23,448 25,800 7.5 
1869 39,786 18,756 2,745 37,041 25,875 7.5 
1870 101,791 101,791 59,417 17.2 


Notes: 1. Exclusive of tax and interest, as given in Richardson and Bass (see below). 
2. Also described as ‘gross revenue’. 


Sources: H.W. Richardson and J.M. Bass, ‘The Profitability of Consett Iron Company before 
1914’, Business History, VoL9 (1965), Table 1, p.91; Consett Iron Company Ltd, 
published balance sheets, 1864-1870. 


Reluctance to carry out the necessary financial expenditure earlier was 
undoubtedly linked to the company’s less than impressive financial record 
during this period. Given the background to the company’s formation and 
its inability to generate dividend payments in line with the 12 per cent or 
more predicted in the company’s share prospectus (see Table 5), it is easy to 
see why the board did not wish to engage in any expenditure other than 
absolutely necessary. It is unlikely that the shareholders would have been 
happy to accept even lower dividends, and it is possible that until the 
presentation of Williams’ reports the board may not have been convinced of 
the absolute need for any major expenditure on modernising the iron 
manufacturing operations. Indeed, the unpublished revenue accounts drawn 
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up by the company’s auditors for 1865 and 1866 clearly indicated overall 
profits on iron manufacture, even if some products occasionally produced a 
loss (see Table 4). However, since these figures were based on internal 
transfers of raw materials at cost, they neither revealed the source of the 
company’s profits or losses nor the problems faced by iron manufacture. 
Only when the accounting system was changed from 1 January 1867 did the 
nature of these problems begin to emerge. In this situation, Williams’ 
reports proved a catalyst not so much because, as assumed by previous 
historians, they led to the appointment of Jenkins, but because they forced 
CIC’s board to face up to the need to make the key decision of whether or 
not to continue with iron manufacture. With developments of the accounting 
system providing more revealing evidence, Williams’ reports emphasised 
the picture of major problems with ironmaking, and made it clear that the 
board could no longer prevaricate on important issues such as the full 
modernisation of the blast furnaces and other associated changes necessary 
to improve fuel efficiency, lower operating costs and improve profitability. 

During the early 1870s, with trade conditions generating increased 
profitability, thereby making possible significant investment, and with a 
board more prepared to undertake such investment, Jenkins undoubtedly 
inherited a more fortunate position than his predecessor had enjoyed. Indeed 
he appears to have taken up a position where, in the short run, he could 
hardly fail. In the longer term, however, continued profitability possibly did 
owe something to Jenkins’ managerial prowess, but it is worth noting that 
some historians have criticised him for his cautious approach and lack of 
dynamism when it came to questions of adopting new technology, as in the 
case of the adoption of open-hearth steel manufacture.“ This, of course, is 
not the real issue of concern here. Rather, our concern is that the initial 
success of CIC in the 1870s, whilst undoubtedly due in part to the revival 
of the iron trade up to 1874, was also due to the decision made to continue 
with iron manufacture and to modernise the works. This decision, whilst 
resting ultimately on the advice of an outside expert, Williams, was in part 
based on evidence provided by the company’s accounting system, which 
had been revised during the late 1860s to provide the company with the 
information it required to make a key decision, that of whether or not to 
continue ironmaking operations. 

Whilst CIC’s management can thus be commended for its attempts to 
develop a costing system which provided it with the information necessary 
to make key decisions, criticisms of the company’s system can nevertheless 
be made. Cost and profit figures for individual cost centres based on 
inappropriate transfer prices may possibly lead to erroneous decisions being 
made, and having established a costing system based on transfer pricing, the 
setting of appropriate transfer prices was clearly a matter that concerned 
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CIC’s management, not only in the 1860s, but also well into the 1870s.“ 
The use of total (or full absorption) costing by CIC in the late 1860s can also 
be questioned. By including overheads in departmental costs, total costing 
is probably more suitable, though not necessarily ideal, for analysing long- 
run rather than short-run profitability, due to the need for businesses to 
cover all their costs in the long run. Since overheads are unavoidable costs, 
however, their inclusion in departmental costs is inappropriate when short- 
run decisions about whether to cease production of a specific product are 
being considered. Total costing is also less than ideal when it comes to 
analysing the relative profitability of various products or departments since 
it involves the arbitrary apportionment of overhead costs, some of which 
costs may not have been generated by those products or departments.” 


Vi 


Some years ago in this journal, Marriner” warned business historians 
against accepting published profit figures at face value. More recently, in a 
review of the prosperity of CIC, Baldwin, Berry and Church have attempted 
to show how more refined measures of profitability can be achieved by 
applying accepted financial reporting conventions and correcting for 
manipulations undertaken by a company’s directors, though the extent to 
which revisions can be sensibly carried out depends crucially on the 
survival of unpublished financial records.” Our aim in this article has been 
to go one stage further and to consider also internal costing records in an 
attempt to understand how accounting systems and decision making were 
linked, if at all, in the third quarter of the nineteenth century. It has been 
determined that CIC’s costing system underwent a significant change in 
1867, at a time when the company’s board was faced with possibly the most 
significant decision it had ever had to face: should it continue to 
manufacture iron and finished iron products, or should it merely concentrate 
on coal and coke production. 

The subsequent history of CIC suggests that the board made the right 
decision. Not only did the company prove profitable in the late nineteenth 
century, but the decision secured CIC’s long-term survival; an outcome 
which appears to have been an important motivation at CIC, as with many 
other businesses at this time. Whilst we must leave to others an examination 
of the social context of rational decision-making in this period,” and whilst 
further studies of the kind carried out here are clearly needed before any 
definitive view can be established of how nineteenth century businesses 
made decisions and the overall effectiveness of the decision-making process, 
our study of the role played by CIC’s internal costing system in relation to a 
single, major long-term decision has provided some important insights. 
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Whilst we are unable at this stage in our research to comment more 
generally on the use made by CIC of its costing system, for example in 
relation to short-term pricing and production decisions, the adjustments we 
have examined in this paper can be interpreted as an attempt to develop their 
system to help throw light on the question of whether or not to cease iron 
manufacture. Although the new system indicated a loss on iron 
manufacture, CIC’s board, after seeking the advice of an outside expert, 
decided not to close down its iron operations. This was partly due to the 
view that the ripple effect on coal and coke production, and hence overall 
profitability of the concern, would be adverse, and the belief that 
modernisation and greater efficiency could lead to profitable iron 
manufacture in the future. These facts show that management at this time 
understood the complexities of decision making, recognised the need for 
relevant information, undertook developments to ensure its availability, and 
were not prepared to be rushed into closing a loss-making department when 
other considerations were paramount. In particular, we find that our study 
supports Fleischman and Parker’s hypothesis that accounting innovations 
were often the product of perceptive businessmen struggling with real 
problems.” 
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Costing’, in D. Solomons (ed ), Studies in Cost Analysis (London, 2nd ed., 1968), esp 

pp.19-31. The issue of marginal versus full costng would, of course, be of little practical 

concem if overheads were a small element of total cost At CIC in the late 1860s the 

proportion of total costs (including overheads) accounted for by ‘estimated charges’ varied 

between products. The ranges for the half years, 1 July 1867 to 31 December 1872, were: 
coal 


18 68% to 24.80% 
coke 5.43% to 7 57% 
pig iron 4,13% to 6.73% 
bars 0.08% to 0.79% 
rails 2 04% to 5.35% 
plates 2.05% to 4.55% 


It 1s clear that the unit total cost of coal was significantly influenced by the addition of 
‘estimated charges’, coal bearing between 30.0 per cent and 38.8 per cent of the total of 
‘estimated charges’ over the period considered. All figures calculated from BSNRRC, 
Consett Iron Company Ltd, General Manager’s Cost Analysis Book, 1867-1905. 

Amongst the companies we have examined thus far, Pearson, Knowles and Company and 
Bolckow Vaughan Ltd used market prices throughout the nineteenth century and possibly 
beyond, though in the latter case some variations on the exact practice did occur from time 
to time, whilst the Shelton Iron & Steel Company moved from market price to cost on 1 
January 1890 after receiving a letter from Deloitte. 

BSNRRC, Consett Iron Company Ltd, David Dale’s Cost Analysis Books, 1861-64 and 
1865-69. 

Consett Iron Company Ltd, Annual Report of Directors for year ending 30 June 1867. 
Although this change led to the publication of a revenue account from 1869, it ıs perhaps 
worth noting that no reference was ever subsequently made in the directors’ annual report as 
to the profits of any specific 

BSNRRC, loc nos 02197-02201. Consett Iron Company Ltd., Ms revenue account for year 
ending 30 June 1876. 

From 1869 to 1873 the profit figures by product were also published, alongside the 
company’s balance sheet, in the form of a revenue account, Although the company contmued 
to publish a revenue account thereafter, between 1874 and 1887 it only shows a restricted 
breakdown of profits and, from 1888 only presents a single composite figure covering all its 
manufacturing and productive activities This change occurred despite the fact that fully 
detailed, but unpublished revenue accounts, continued to be compiled by the company’s 
auditors. See idem and BSNRRC, loc. no. 04697: Consett Iron Company Ltd, Cost 
Summaries and Accounts, 1871-1927. 


. It might seem somewhat strange that CIC would call in the manager of a rival concern and 


allow him free access to their books. That they did so could reflect a number of factors: his 
acknowledged expertise; personal aquaintance with the directors; or the desperate nature of 
CIC’s plight 


. BSNRRC, Consett Iron Company Ltd., board minute books, vol I, ff.228~-9. 
. There is no evidence that CIC’s board deliberately prevented Williams from seeing the 


unpublished revenue account. Indeed he declared in his first report that he had been given 
access to all the accounts requested. BSNRRC, Consett Iron Company Ltd., board minute 
books, vol.1, f£.228. It seems likely that, unaware of the existence of the revenue account, he 
sunply did not ask to see it 


. BSNRRC, loc.no. 02197: Consett Iron Company Ltd, Ms. revenue account, 1867-68. 
. A. Pizzey, Cost and Management Accounting (London, 1989), pp.291-2. Another example 


where the ripple effects were considered important was at the Shelton Iron, Steel & Coal 
Company Ltd At the company’s AGM in April 1892, in explaining why the company had 
not performed as well as other colliery concerns, the chairman noted that three-quarters of 
the company’s coal output was used in its own ironworks. Although closure of the ironworks 
and the outside sale of the coal would have increased profits, he explained that the board had 
not adopted this course of action because they felt that the profits increase would not have 
been sufficient to justify the closure of the ronworks, with its ‘heavy dead charge’, and the 
resultant restriction of the company’s operations. BSNWRRC, Shelton Iron, Steel & Coal 
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Company Ltd., report of 1892 AGM. 

BSNRRC, Consett Iron Company Ltd, board minute books, vol. 1, ff229~30 and 233-34 
BSNRRC, Consett Iron Company Ltd, board minute books, voLi, f231. For a fuller 
description and discussion of Williams’ report, see Warren, Consett Iron, 1840 to 1980, Ch 5 
BSNRRC, Consett Iron Company Ltd., board minute books, vol. 1, ff233-4 


52. Ibid., £f.249-59 
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Richardson and Bass, “The Profitability of Consett’, pp 78-81; Warren, Consett Iron, 1840 to 
1980, p.36. 

BSNRRC, Consett Iron Company Ltd, board minute books, vol.1, ff.227~34 and 249-59 
The existence of Whitwell’s report - BSNRRC, Consett Iron Company Ltd, ‘Report on 
proposed Blast Furnace Construction by Mr. Thos Whitwell’, dated 5 Dec 1865 — and that 
by Boyd and Armstrong on the company’s coal resources, seem to have been ignored by 
Warren who incorrectly describes Williams as Consett’s ‘first economic consultant’, Warren, 
Consett Iron 1840 to 1980, p 30 

Consett Iron Company Ltd, Annual Report of Directors, year ending 30 June 1866. 


. Ibid , year ending 30 June 1870. 

. Ibid., years ending 30 June 1868, 1869 and 1870. 

. Ibid., years ending 30 June 1865, 1867 and 1868 

. Ibid., year ending 30 June 1869. 

. The expenditure on blast furnace reconstruction suspense account shown in the balance 


sheets are: 1870-71 — £39,742; 1871-72 — £29,285, 1872-73 — £32,030; 1873-74 — £23,109 
(includes some colliery expenditure); 1874-75 — £6,662 

BSNRRC, Consett Iron Company Ltd, “Report on proposed Blast Purnace Construction by 
Mr Thos Whitwell’, dated 5 Dec. 1865 

Consett Iron Company Ltd, Annual Reports of Directors, years ending 30 June 1870 to 30 
June 1874. 


. BSNRRC, Consett Iron Company Ltd., board minute books, vol.2, f.15. 
. A.P. Webb, ‘Burdensome Beliefs - Industrial Decline in Historical Perspective’ the steel 


industry on Britain’s Northeast Coast, 1870-1900’, (unpublished BA thesis, 1991, Harvard 
University, 1991), has argued that Jenkins, along with other leading managers in the 
Northeast, were burdened by the traditions of tron manufacture and hence the adoption of 
steel was slower than it should have been. Wengenroth, Enterprise and Technology, p.235, 
has noted that whilst Jenkins and Consett eventually made the optimal decision, namely to 
use the open-hearth method of steel manufacture, this option was chosen ‘on the basis of 
false premises and much hesitation’ 


. Hence the further changes im the transfer pricing systern noted above in 1872 and 1876. 
. A recent study has shown that rarely are overhead costs proportional to activity, and that 


proportional allocation results on average, in the cost per unit of activity overstating marginal 
cost by about 40 per cent, though it can be more than 100 per cent E. Noreen and N. 
Soderstrom, ‘Are Overhead Costs Strictly Proportional to Activity? Evidence from Hospital 
Service Departments’, Journal of Accounting and Economics, Vol.17 (1994). 


. S. Marriner, ‘Company Financial Statements as Source Material for Business Historians’, 


Business History, Vol.22 (1980), pp.203-35. 

Baldwin, Berry and Church, ‘Accounts’. 

This would undoubtedly need to examine whether or not any part was played by attitudes in 
respect of the social consequences of closure for the town of Consett, which had developed 
to house the workforce. Warren, Consett Iron, 1840 to 1980, Ch. 4, mentions these issues in 
relation to the problems faced by the Derwent Iron Company, a forerunner of CIC, in 
1857/58 Another example of relocation where the social consequences seem to have been 
much in evidence in influencmg the final outcome was that of the movement of the iron and 
steel operations of the Dowlais Iron Company from Merthyr to Cardiff in the 1880s/1890s 
See E. Jones, A History of GKN, Vol.1: Innovation and Enterprise, 1759-1918 (London, 


` 1987), Chs 9 and 10. 
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R.K Fleischman and L.D. Parker, ‘Managerial Accounting early in the British Industnal 
Revolution: The Carron Company, A Case Study’, Accounting and Business Research, 
Vol 20 (1990), pp.211-21. 


The Demise Of the Anglo-Norwegian 
Ice Trade 


ROBERT DAVID 
Lancaster University 


There has been little research on British involvement in the international ice 
trade. A conference in 1980! revealed that the natural ice industries of the 
United States and Norway had been the subject of some investigation, but 
the international trade which resulted was under-researched, particularly 
with regard to the substantial British involvement during the later 
nineteenth and early twentieth centuries. Since then there has been little 
further research. A national survey of ice-houses during the 1980’s resulted 
in a number of regional studies’ and a history of ice-houses;’ but the few 
references to the international ice trade almost all derived from the 
Greenwich monograph. 

The conference had little to say about the demise of the natural ice trade 
beyond affirming that ‘the Norwegian ice export to Great Britain increased 
fairly steadily before the turn of the century, and then decreased’.* Previous 
publications’ have suggested that the expansion of artificial refrigeration 
and the events of the First World War were both contributory factors. 
However it is now apparent that the growth of artificial refrigeration in the 
pre-war years was the single most important factor in its decline. Although 
natural ice was able to sustain a sizeable market share, the advantages of 
artificial ice to the major industrial and commercial customers were 
compelling, and natural ice was increasingly relegated to a subsidary role. 


0 


During the nineteenth century, a substantial trade in ice had developed 
between Norway and Britain (see Table 1). From the 1850s an increasing 
quantity of natural ice was shipped from the Oslofjord area to a number of 
British ports. The market for imported ice had been created by a number of 
New England companies in the 1840s and 1850s. The most famous of these 
was the Wenham Lake Ice Company,° whose extremely pure blocks of 
crystal ice were a great improvement on the local ice collected from lakes, 
ponds and canals. The cost of the essential ice-house, the maintenance of a 
pond or lake, and the employment of enough estate workers to harvest the 
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TABLE 1 


BRITISH IMPORTS OF NORWEGIAN NATURAL ICE 
(AT FIVE YEARLY INTERVALS) 1855-1900 


Year Natural Ice Cost per Ton at 
(Tons) Port of Entry 
(£) 
1855 2,960 1.00 
1860 13,718 1.00 
1865 38,605 ı 0.90 
1870 90,242 0.90 
1875 56,219 0.98 
1880 178,949 0.80 
1885 268,578 0.85 
1890 356,282 0.70 
1895 409,505 0.51 
1900 448,813 0.61 


Sources. PRO, CUST 5, Annual returns 1855-1899; Cold Storage and Ice Trades Review, Vol. 3 
No 34 (Jan. 1901), p.337. 


ice, had meant that the opportunity to cool drinks and make ice-cream and 
other confectionery was the prerogative of the landed gentry. The 
importance to Britain of the Wenham Lake Ice Company and its competitors 
lay in its contribution to a widening market for ice among the urban middle 
classes who now had to purchase only a ‘portable ice-house’ in order to 
maintain a larder of ice cooled food and drink. These ‘portable ice-houses’ 
consisted of an insulated container, kept cool through a regular supply of 
crystal ice. The high retail price of this ice, (between £10 and £18.67 per 
ton,’ depending upon the quantity purchased), had to be balanced against the 
advantages to be derived from the ability to preserve food, and serve a range 
of new delicacies. An expanding domestic market for ice was undoubtedly 
available, if the retail price could be reduced. 

Initially the New England ice companies had a virtual monopoly, only 
occasionally meeting competition from Canada and a number of northern 
and central European producers. The cost of shipping the ice across the 
Atlantic was substantial at £2.50 per ton.* Despite the strenuous attempts to 
provide effective insulation the selling price at the docks had to cover the 
loss through melting of a proportion of the cargo. North American ice 
companies would clearly be vulnerable to the emergence of a European 
producer. 

Although some Norwegian ice had been shipped to England as early as 
the 1820s, it was not until the 1850s that their export trade in ice developed. 
Competition between producers and the various shipping companies, 
coupled with the much shorter sea voyage, caused ‘on the dock’ costs to fall 
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(Table 1). This virtually excluded the American companies. Lower prices 
encouraged a rapid expansion of the domestic market. With many urban 
retailers advertising two or more deliveries of ice each day, it was not even 
necessary to invest in a ‘portable ice-house’, which, at between £4.50 and 
£10.50 was beyond the reach of most of the population.’ In addition the 
much greater volume of ice, and lower prices, meant that a number of 
industries were able to expand and respond to new markets created by the 
rising urban population of the later nineteenth century. The fishing, brewing 
and confectionery industries absorbed ever increasing quantities of the 
Norwegian ice. Other European producers such as Sweden, Denmark, 
Germany, Holland and France never contributed more than half of one per 
cent of Britain’s imports, and between 1900 and 1923 did not feature in any 
annual returns. 

In 1900, the prospects for the natural ice industry still appeared secure. 
The previous year had seen the greatest tonnage of ice ever imported 
(504,627 tons),'° and although the Norwegian harvesters did not achieve 
quite such a good financial return as in 1898, the demand for the product in 
Britain ensured handsome profits for the wholesalers and retailers. 
However, industrial analysts could have detected some threats to the natural 
ice industry. The industry was clearly at the mercy of the weather: a mild 
winter reduced supply, a cool summer reduced consumption. However new 
concerns were emerging. There had been some anxiety in Britain about the 
purity of native ice in the 1890s, although the increasing use of Norwegian 
ice, which was assumed to be purer than that harvested in Britain, had 
temporarily allayed these fears. The increase in manufactured ice which is 
evident from the registration of new ice companies (see Table 2), whose 
purpose was “To carry on the business of importers, manufacturers of, and 
dealers in, ice," could not remain unnoticed, but the demand for ice was 
rising, and it seemed reasonable to predict that there was room for both 
branches of the industry. 

However, more perceptive commentators foresaw problems. The 
editorial in the 1901 edition of Cold Storage and Ice Trades Review" 
commented: ‘Cold storage will be a thing of the twentieth century, for only 
in the last quarter of the nineteenth century has the science of refrigeration 
assumed any importance.’ It argued that the returns of natural ice imports 
for 1900, which showed a reduction of 55,814 tons on the previous year, 
should ‘serve to check the rash statements sometimes made with reference 
to the ice trade. But the triumph of the ice factory is seen in them. It is not 
that less ice is consumed but that more of it is home made.’ 

“The triumph of the ice factory’ was not immediate. Although Table 3 
shows a rapid reduction of nearly 30 per cent in the quantity of ice imported 
between its 1899 peak and 1902, import totals remained fairly constant for 
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TABLE 2 


REGISTRATIONS OF A RANDOM SAMPLE OF ICE AND 
COLD STORAGE COMPANIES, 1856-1920 





Years Number of Companies 
Registered 


1856-60 
1861-65 
1866-70 
1871-75 
1876-80 
1881-85 
1886-90 
1891-95 
1896-1900 
1901-05 
1906-10 
1911-15 
1916-20 


tN punt Pome 
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Source: PRO, BT31, index volumes. 


TABLE 3 
BRITISH IMPORTS OF NORWEGIAN NATURAL ICE, 1899-1916 





Year Natural Ice Tons Cost per ton at 
(Tons) Port of Entry 
(£) 
1899 504,627 0.63 
1900 448,813 061 
1901 460,946 0.59 
1902 362,867 0.57 
1903 345,428 0.53 
1904 338,999 0.47 
1905 345,329 0.48 
1906 348,673 0.49 
1907 358,629 0.47 
1908 371,085 0.49 
1909 347,849 0.46 
1910 278,037 0.50 
1911 341,876 0.48 
1912 262,630 0.51 
1913 235,169 0.54 
1914 203,371 0.58 
1915 54,883 1.07 
1916 10,054 1 23 





Source: Cold Storage and Ice Trade Review. The first edition for each year contains a statistical 
summary of the previous year’s ice trade. F 
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the rest of the decade. It was only after 1911 that an annual reduction in the 
quantity of natural ice imported became significant. 


m 


The clarity and aesthetic quality of natural ice was perceived as a 
commercial advantage over its artificial competitor. When artificial ice first 
began to be manufactured in quantity, little thought was given to the quality 
of the product, and consequently much of the ice was opaque due to air 
bubbles. A range of techniques were therefore invented to increase the 
clarity of the ice. 

There were three major systems. Two involved the use of agitators to 
expel the air during fast freezing. Alternatively slow freezing ensured that 
air bubbles did not form. The Can system of deep cells was fast, cheap and 
created blocks of ice of up to 6 cwt. through rapid freezing. The Plate 
system was slower than the Can system and produced ice as clear as natural 
ice though the unmanageable proportion (14’ x 3’ x 6’10”) made it difficult 
to store. The Stationary Cell system used shallow cells and produced clear 
ice without the need for agitators, though freezing took four times as long 
as the deep cell system.” At the Humber Ice & Coal Company plant at Hull, 
such ice took four days to freeze. The Superintendent Engineer believed that 
despite its clarity, his artificial ice still had a poor image, commenting that 
‘many hotel keepers prefer Norwegian ice because they believed that 
chemicals were put into the water to help to manufacture ice’.“ The belief 
that the ammonia used in its manufacture came into contact with the water 
was a common fallacy, working to the advantage of the natural ice trade. It 
was also thought that natural ice was harder than the artificial variety, and 
therefore melted more slowly.” 

Although natural ice continued to dominate the domestic market and 
London’s hotels, restaurants and clubs, artificial ice had distinct benefits for 
industries such as fishing, brewing and confectionery. An examination of 
the London factory operated by the Linde British Refrigeration Company, 
constructed in 1887, illustrates some of these advantages. This plant was 
based on the designs of Professor Linde, a pioneer of artificial ice 
manufacture. It could produce 100 tons of opaque ice per day, using mains 
water. A distillation plant permitted an additional 30 tons of crystal ice to be 
manufactured. 

This factory had a number of significant features. Firstly it was designed 
to reduce labour. Continuous production could be supervised by four 
operators, unlike the labour intensive harvesting of natural ice. Secondly it 
is interesting to note that the factory was already, in 1887, producing 
different qualities of ice for different markets. The lowest quality was sold 
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to the Thames fishing fleet, which had traditionally relied on purchasing 
native ice from the Barking area, or Norwegian ice during mild winters.” 
The best quality, a mere 23 per cent of total production, was sold to 
companies and domestic consumers demanding crystal ice. 

It was not until the 1890s that scientists became concerned about the 
chemical and biological purity of natural ice. Earlier concerns had drawn 
attention to unwelcome features of natural ice without offering scientific 
explanations. In 1868 The Times observed that: “The clearness of the ice is 
no test of its purity, many a glittering lump when it dissolves absolutely 
smells’;* and the Lancet commented that London ice was taken from ponds 
so dirty that no one would dream of drinking from them.” Carlo Gatti, a 
contemporary London restaurateur, served both ice-cream and a variety of 
dishes decorated with ice obtained partly from a section of the Regents 
Canal on which he had a seven-year lease for the ‘exclusive use of ice’.” 

Increasing concern abroad about the purity of natural ice resulted in 
health authorities in America being urged to keep a vigilant eye on sources 
of ice,” and a recommendation from Germany that artificial ice should be 
used when ice came into contact with food.” In Britain the issue received 
spasmodic attention. An article in the Lancet in 1893 showed that it was a 
fallacy that water became sterile when frozen.” In the same year, a newly 
created Special Analytical Sanitary Commission investigated the relative 
purity of natural ice and artificial ice. Analysis of the artificial ice showed 
it to be both chemically and bacteriologically satisfactory in all respects, but 
of the five specimens of natural ice, though all were chemically akin to 
distilled water, two contained large numbers of bacteria, and three could 
only be considered to contain ‘fairly good quality’ water. The Commission 
strongly recommended that ice used for medicinal purposes should be made 
artificially from distilled or sterilised water.* However it was difficult to 
prove a connection between poor quality ice and outbreaks of gastro- 
intestinal disorders like that at a London hotel in 1898;* whilst a Lancet 
article pointed out that Norwegian lake sites were so remote that 
contamination was ‘highly improbable’ .* Further support for natural ice can 
be found in a 1905 edition of Cold Storage and Ice Trades Review which 
quoted Professor Frankland, a chemist who had investigated river pollution 
in the 1870s and 1880s, as saying: “The ice is exceedingly pure, and the 
water obtained from it on melting is clear and palatable, and contains less 
foreign matter than any water with which I am acquainted in this country’.” 
Such endorsements allowed the natural ice industry to recover its 
reputation, and new companies, such as the British Natural Ice Company, 
continued to be formed to import natural ice from Norway.” 

However, there was a case for a reappraisal of the situation. In 1904, the 
London County Council commissioned its Assistant Medical Officer, Dr 
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W.H. Hamer, to report on all aspects of the ice and cold storage industry in 
London.” He discovered that little natural ice had been collected from rivers 
and canals in the London region since 1881, so he focussed on imported ice, 
and in particular the conditions under which ice was transported and stored. 
He found the hold of the ship he inspected fairly clean, and was reasonably 
certain that the ice had no chance of being contaminated by bilge water. He 
ascertained that if the ship carried another cargo, such as coke, back to 
Norway, the hold was washed out before ice was again loaded. However he 
felt there was some opportunity for contamination of the blocks as they 
were trans-shipped into lighters on the Thames or in the Regent’s Canal 
Dock. He then inspected a variety of ice stores and was particularly 
interested in what happened to the waste water from the melted ice. Those 
that allowed the water to soak away into gravel were no problem, but some 
were linked to the sewers and unless there was an adequate trap, there was 
the possibility of backflow. He was concerned that the many ice stores near 
canals were more prone to pollution. Workmen in these stores frequently 
walked over the ice, and rarely used special clogs. Little effort was made to 
keep barges and carts clean or to wash down wharf and pavement surfaces, 
as the prevalent view was that the ice continuously purified itself through 
melting. Most simply hosed the ice down, just before it reached the 
customer, to make it look pure. 

Artificial ice, made from distilled water, was thought by Dr Hamer to be 
far more hygienic. He acknowledged that the public continued to view 
natural ice as absolutely pure because of its clarity, while artificial ice 
suffered from the opacity which the public equated with the chemicals used 
in its manufacture. The report concluded with an unequivocal statement of 
support for artificial ice: 


Having in view the nature of the risks involved in consuming natural 
ice, and the demonstrated insufficiency of the supposed safeguarding 
circumstances, the reasonable course would appear to be to abandon 
the use of such ice for consumption or for purposes which it is brought 
into direct contact with foodstuffs. Under such conditions ice made 
from absolutely pure and preferably from distilled water should be 
used.” 


Dr Hamer’s conclusions were not helpful to the natural ice industry. 
Although hundreds of thousands of tons of Norwegian ice continued to be 
imported into this country, his report helped to extend the market for 
artificial ice into the domestic sphere, the sector which had remained most 
conservative in its traditional support for natural ‘crystal’ ice. 
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IV 


A census of ice factories carried out in 1908 revealed that the artificial ice 
industry provided employment for 1,092 people, and had been responsible 
for 62 per cent of the total ice sold in Britain the previous year — 597,000 
tons out of a total of 955,629 tons. A subsequent article in Cold Storage and 
Produce Review commented that ‘it must be obvious that factory-made ice 
is ousting ice from nature’s factory’.” 

London, by far the largest market for ice in the country, was an 
exception. Although by 1907 there had been a 29 per cent reduction in the 
total quantity of ice imported into the British Isles from its peak in 1899, the 
reduction in the quantity imported through London was only 17 per cent. 
Indeed the proportion of the total Norwegian ice import that came through 
London had risen from 44 per cent to 51 per cent between 1899 and 1907. 
In addition the capital had enormous ice making capacity. The largest 
company, United Carlo Gatti, Stevenson & Slater, was adding to its stock of 
ice factories, while one factory belonging to the North Pole Ice Company 
could manufacture between 30 — 40,000 tons of ice per annum. To some 
extent the demand in London was seasonal. The confectionery and ice 
cream manufacturers and traders operated to full capacity during the 
summer, especially if it was a hot season. Such seasonal demand was 
adequately met by the natural ice trade as supplies could be imported from 
late spring to late summer. However there was also a growing year round 
demand, both for domestic standard ‘crystal’ ice, and poorer quality 
industrial ice. The ice factories were able to profit from the increased 
demand. 

It was in the context of the fishing industry that the comment about 
factory-made ice ousting natural ice was particularly apt. This industry 
required a constant supply of ice, and the availability of natural ice was 
problematic. Mild winters led to shortages, and warm summers led to 
increased demand. Both caused prices to rise and supplies to be uncertain. 
The ability to produce artificial ice year round at a constant price soon 
repaid the investment in plant. At Grimsby, Britain’s largest fishing port, a 
number of ice companies supplied the needs of the trawler owners after the 
dock extensions of 1869 had enormously increased the capacity of the port. 
However these companies did not hesitate to raise their prices when natural 
ice was scarce. In 1897 one of the largest trawler owners, Messrs Hagerup 
and Doughty, realising the benefits of building their own ice plant, built a 
factory capable of manufacturing 100 tons of ice per day.” An extension in 
1899 increased capacity to 300 tons (Table 4). In the same year, a second ice 
plant of equal size was constructed by the combined Great Grimsby and 
Grimsby Co-operative Ice Companies. This new ice making capacity 
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encouraged the further expansion of the fishing fleet and the quantity of fish 
landed at Grimsby increased from 77,692 tons in 1897, to 87,707 tons in 
1898, and 107,478 tons in 1900.” 


TABLE 4 
ICE MANUFACTURED AT THE HAGERUP & DOUGHTY ICE FACTORY, GRIMSBY 

1897-1903 

Year Tons of Manufactured Ice 

1897-98 19,741 

1898-99 31,581 

1899-1900 38,250 

1900-1901 35,868 

1901-1902 47,824 

1902-1903 46,586 


Sources: South Humberside ARO, 387/3/1 and 387/3/2. 
The construction of these ice manufacturing plants resulted in the 
reduced importation of Norwegian ice at Grimsby from 1901 (see Table 5). 


TABLE 5 
IMPORT OF NORWEGIAN ICE AT GRIMSBY, 1897-1905 


Year Tons of Imported Ice 
1897-98 75,493 
1898-99 84,325 
1899-1900 714,623 
1900-01 68,390 
1901-02 23,340 
1902-03 26,250 
1903-04 17,760 
1904-05 16,660 


Sources: PRO, CUST 25/20, 25/21: and Cold Storage and Ice Trades Review. Vol. 8 No. 82 (Jan. 
1905), p.3. 


Hagerup & Doughty sometimes found it necessary to import small 
quantities of Norwegian ice in order to meet the shortfall in manufactured 
ice, a shortage exacerbated by a sequence of warm winters and hot summers 
from 1897 to 1901.” The imported ice was then sold at the same price as the 
manufactured ice. In 1898-99 a ton of manufactured ice sold at 50.7p and 
realised a profit of 25.6p per ton, whereas the natural ice from Norway made 
a loss of 28.3p per ton. The trading account book provides a useful insight 
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into the comparative costs of artificial and imported ice, and reveals that the 
shipping costs and handling charges for Norwegian ice made it inevitably 
uncompetitive, although the cost of the ice at point of sale in Norway was 
cheaper than the manufactured article in Grimsby. 








TABLE 6 
HAGERUP & DOUGHTY, ON THE DOCK COST OF MANUFACTURING ONE TON OF 
ICE, 1898-99 
New 
pence 
Coal 49 
Ammonia/chemicals 1.5 
Wages 6.1 
Bags 0.2 
Labour at Fish Docks 1.7 
Miscellaneous overheads 10.7 
Total 25.3 
Source: South Humberside ARO 87/3/1 
TABLE 7 
HAGERUP & DOUGHTY, ON THE DOCK COST OF ONE TON OF IMPORTED ICE, 
1898-99 
New 
pence 
Cost of ice 22.1 
Shipping from Norway 43.6 
Cartage 8.3 
Wages (storing) 1.8 
Delivery 1.7 
Bag 0.2 
Wharfage 1.7 
Total 79.3 


Source’ South Humberside ARO, 387/3/1 


The enormous artificial ice making capacity at Grimsby ensured that 
retail prices remained stable. During the very hot summer of 1899 ice prices 
remained steady at about £0.51 per ton; whereas in other ports which were 
more reliant on imported ice, prices were as high as £0.82 per ton at Hull 
and £0.73 at Fleetwood.* 
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Fleetwood illustrates the same process, though a decade later than at 
Grimsby. For the period 1907-10, Fleetwood was importing more 
Norwegian ice than any other port outside London.” The rapid loss of the 
Fleetwood market after 1910 when ‘the finest Ice Factory, for its size, in the 
world’”’ was built there, coincided with the beginning of the final decline in 
Norwegian ice imports. Fleetwood alone did not cause this decline, but it 
was possibly the most spectacular contributor to a nationwide development 
which was seeing the construction of new, and increasingly larger, ice 
manufacturing plants. 

The desire to be self sufficient in manufactured ice, and therefore free of 
the uncertainties surrounding the availability and cost of imported natural 
ice, was not confined to the fishing industry. United Carlo Gatti, Stevenson 
& Slater Ltd reported in 1907 that because of the hot summer of 1906, it had 
had to buy more expensive ice from Norway to supplement what it had in 
store. Through selling this ice at cost price, they had kept their customers 
but had not made a profit.* Less reliance on imported ice would be a 
commercial advantage for this company as well. 


V 


The expansion of the ice industry was accompanied by a developing interest 
in mechanical refrigeration. The number of new British patents in this area 
increased from 12 during the 1850s to 90 between 1870 and 1876.” During 
the 1870s and early 1880s many of the pioneers associated with cold storage 
developed commercial techniques. J.J. Colman, Sir Alfred Seale Haslam, 
Dr Carl von Linde and T.B. Lightfoot all patented machines that made 
possible the refrigeration, transport and cold storage of vast quantities of 
beef, lamb and mutton produced in Australia, Argentina and the United 
States. The result was a rapid increase in the number of new ice and cold 
storage companies registered during the last two decades of the century (see 
Table 2). 

Early attempts at transporting chilled meat had mixed success. The first 
cargoes from Australia in the early 1870s failed because of the dampness of 
the environment in the ice-filled holds of the wooden sailing ships. The 
American, T.C. Eastman, was more successful on the shorter north Atlantic 
crossing in 1875, but profitability suffered through the need to allot a 
quarter of the cargo space to containers of natural ice. The use of natural ice 
in this new trade was short-lived. The successful voyage of the S.S. 
Strathleven from Australia to London in 1879, with a cargo of mechanically 
frozen meat, showed that the new refrigeration technology worked, and 
from the early 1880s frozen meat was imported into Great Britain in ever 
increasing quantities.“ 
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The frozen meat trade required the construction of cold storage facilities 
at British ports and commercial centres. The earliest date from the 1880s, 
and soon some companies were building vast purpose-built cold stores, 
sometimes with ice manufacturing plants attached, and were seeking to 
control the retail market by opening their own outlets. The American firm, 
of Eastman’s Ltd had 1,400 shops as well as 11 cold stores with space for 
350,000 carcases.“' It is worth noting that there were concerns about the 
quality and hygiene of some of the cold stores, which were often adapted 
from older buildings and railway arches. In 1904 Dr Hamer suggested that 
a system for the registration and inspection of cold stores should be 
established.” 

Mechanical refrigeration also permitted other products such as eggs, 
butter, cheese and fruit to be transported worldwide. The development of 
refrigeration units in a range of sizes meant that retailers such as grocers, 
fishmongers and butchers could invest in their own plant and free 
themselves from the vagaries of the natural ice trade. In 1900, a five ton 
refrigeration machine, satisfactory for most retailers, cost about £280 to 
install and £9.50 per month to run.® 

The food industry was not alone in seizing upon the advantages of 
artificial refrigeration over natural ice. Some of the processes in brewing 
required maintaining equipment and rooms at low temperatures. Use of ice 
had been problematic because of its seasonality, and the prevalence of wood 
in the tuns and casks caused their rapid decay when packed in ice. 
Refrigeration equipment replaced the need for ice. By 1908 over 3,000 of 
the 6,000 Linde machines purchased had been installed in breweries.“ 

Ice still had a role on the railways. The railway companies did not invest 
in mechanical refrigerating plant for their wagons because of the short 
journeys required on Britain’s railways. The main railway companies used 
insulated wagons, kept cold by a tank of ice, which could be either natural 
or artificial. Similar methods remained in use on road vans for local 
distribution. 

Natural ice also maintained a foothold in the domestic market, with 
foodstores and chemists often acting as retailers. Growth, however, was 
hindered by the lack of affordable domestic refrigerators. Those available 
consisted of an insulated box in which a stored piece of ice would cool the 
whole cabinet. Most were of foreign manufacture, and their cost put them 
beyond the reach of a substantial proportion of the British public.“ The 
cheapest refrigerator on offer in the 1907 Army and Navy catalogue was the 
‘Snowdon’ at £1.23, though the majority of styles retailed at between £4 and 
£12. Even middle-class householders, who might be expected to form a 
natural market for refrigerators, had to weigh up the purchase of a 
refrigerator against other household priorities. The lack of a domestic 
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market was affirmed by the chairman of United Carlo Gatti, Stevenson & 
Slater in 1905, when he commented that the company was considering 
house to house deliveries of ice if the demand existed, ‘but the difficulty is 
that the ordinary householder has no place to keep it’. His company had 
pioneered the introduction of ice-cream and other iced confectionery to the 
whole London population through its cafes and retail outlets. It used and 
sold large quantities of natural ice, and was instrumental in maintaining a 
buoyant market for natural ice in the capital.* 

Although the ready market for ice in London led businessmen to believe 
that there was room for both the natural and artificial ice trades to prosper, 
the situation in the provinces was very different. The position of the fishing 
ports has already been discussed. Elsewhere the ice industry was more 
dependent upon industrial purchasers than private buyers. Railway freight 
charges, and seasonal fluctuations led to exorbitant prices for natural ice at 
inland centres. Ice imported at Grimsby for £0.87 per ton was being sold by 
Hartley’s of Windermere in 1871 for between £6 and £28 per ton depending 
upon the quantity purchased.” With the factory price of artificial ice falling 
from £0.30 per ton in 1881 to £0.25. in 1898 before slowly rising to 
£0.30-£0.35 per ton in 1905,” it is not surprising that inland towns proved 
particularly attractive for new companies building ice manufacturing plants 
and cold stores. 

The reduction in imports of Norwegian ice between 1905 and 1912 is 
clearly revealed in Table 8, which shows the decline in the importation of 
natural ice at the ten most important ice ports in 1905. The decline is 
general, although least significant in London with its varied and extensive 
markets, and most marked at the fishing ports. 


TABLE 8 
IMPORTS OF ICE AT TEN PORTS (in tons) 


1905 1912 Percentage Decline 
London 180,915 155,014 -14% 
Grimsby 16,660 6,660 -60% 
Fleetwood 14,898 5,441 -63% 
Liverpool 12,864 10,270 -20% 
Hull 11,520 7,390 -36% 
Shoreham 7,945 5,876 -26% 
Glasgow 7,453 4,349 ~42% 
Penzance 7,365 1,675 —T71% 
Southampton 6,740 4,190 —38% 
Portsmouth 5,745 4,628 —19% 





Sources: Cold Storage and Ice Trades Review, Vol. 9 No. 94 (Jan. 1906), p.3; Cold Storage and 
Produce Review, Vol. 18 No. 202 (Jan 1915), p.5. 
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The quantity of ice imported in 1913, the last full year before the 
outbreak of the Great War was only 47 per cent of the record figure of 1899. 
The pre-war decline had been substantial, although rising overall demand 
had continued to ensure that imported ice still had a considerable market. 
Costs had declined around the turn of the century largely due to slightly 
cheaper freight charges as the Norwegian owners of the wooden sailing 
vessels which were preferred for this trade, undercut each other in order to 
stay in business,” and because ice merchants in Britain had to pare profits 
to the minimum in order to compete with ice manufacturers. Prices then 
stabilised at a figure rather higher then that of manufactured ice (see Table 
3). Jt was the war itself which hastened the inevitable demise of the natural 
ice trade. 

The ice trade in 1914 was largely completed before war broke out. In 
March 1915, the trade journal Cold Storage and Produce Review forecast 
incorrectly that the ice requirements of the retail trade would be as high as 
in previous years. Although hotels and restaurants might be ‘going slow’, it 
suggested that the requirements of new hospitals and army camps would 
more than compensate for the loss of trade.” In fact, ice imports declined by 
almost 75 per cent from the previous year, as a result of reduced demand. A 
substantial increase in freight rates between 1914 and 1916° resulted in on 
the dock costs of ice rising from £0.58. per ton in 1914 to £1.06 per ton in 
1915* and to £1.33 per ton in London in mid summer. Imported ice became 
increasingly uncompetitive. 

The British government’s requistioning of cold storage space and 
promotion of new cold stores during the war to ensure that the food supply 
was adequate for Britain’s needs, further reduced the need for natural ice in 
the food industry.” However, the greatest impact on the demand for natural 
ice in Britain was the result of the naval blockade ordered by the German 
Admiralty in early 1915. This action had an immediate effect on the British 
fishing industry, by restricting the areas available for British trawlermen to 
fish. In March 1915, there was a reduction of 371,962 cwt. of fish landed at 
British ports in comparison with March the previous year. Not surprisingly 
the demand for ice was substantially reduced. At least 5,000 tons less ice 
was required per month by the fishing industry; and Grimsby, for example 
only took 2,164 tons of imported ice in 1915 compared with 7,434 tons the 
previous year.* Such demand as there was could largely be met by the 
artificial ice plants. Ports such as Newhaven, Dover, and Grangemouth, 
where commercial fishing was virtually abandoned, took no ice at all. 

Norway’s natural ice industry continued, in spite of the loss of foreign 
markets, as its own fishing industry expanded, and new markets were found 
among the belligerent powers. The Fish Trades Gazette may have been 
rather premature when it commented in 1915: ‘How the Norwegians must 
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curse the war! [The ice industry] is likely to receive its deathblow’.” The ice 
trade came to a temporary halt in 1916. On 10 May the British government 
issued a proclamation prohibiting the import of ice into the United Kingdom 
except under Board of Trade licence. Such licences do not seem to have 
been issued as imports ceased for the duration of the war. During the 
summer of 1917 the government requested that ice should only be used for 
food preservation. The loss of natural ice could not entirely be made up by 
the manufacture of artificial ice; 105,966 tons of natural ice had been 
imported into London in 1914. It was to be expected that in spite of 
economies of use, there were occasional shortages during the war — at 
Billingsgate Fish Market in June 1917.* In 1917 the trade press commented 
that ‘the ice manufacturing trade as a whole devoutly hopes that the 
Norwegian import trade may never again find its legs. The issue really rests 
with the manufacturers.’” 

The manufacturers’ hopes were realised. After the war the Norwegian 
ice trade never recovered (Table 9). “The Norwegian trade seems not only 
scotched but killed’, reported Cold Storage in 1919.” Natural ice prices 
between 1919 and 1921 were prohibitive and uncompetitive. The arrival of 
the American electric refrigerator, the ‘Domelre’ in London in 1919, found 
a ready market among middle-class households with declining numbers of 
servants. The cheaper and smaller Frigidaire in 1923 was even more 
popular. The manufacturers were expanding their facilities; United Carlo 
Gatti, Stevenson & Slater Ltd, had opened a fourth ice factory in London in 
1919, and was projecting a fifth.” Even so, the hot dry summer of 1921 
resulted in an ice shortage in the capital which caused the firm of Messrs A. 
E. Martin to import 10,000 tons of Norwegian ice.” 

The resumption of the fishing industry initially left some ports short of 
ice. At Grimsby, in 1919, between 100-150 trawlers were tied up at any one 
time awaiting their ration of ice. The output of the two ice factories, 5,600 
tons per week, was not enough to prevent the trawlers having to wait 
between two and five days. “There is imperative demand for a new ice- 
making plant at this important centre’.“ The last few years of the ice trade 
were characterised by very small import totals and an increasing 
diversification of the sources of ice, repeating the pattern of the mid- 
nineteenth century. The small quantities once again regularly imported from 
Germany, Denmark, Sweden and the Netherlands accounted for 66 per cent 
of Britain’s total import of ice in 1927. In 1930, Cold Storage and Produce 
Review, which had recorded the fortunes of the ice trade in detail since its 
first edition, ceased its reports. The Norwegian ice trade, which had lasted 
for just over a century, had ended. 

1899 marked the high point of the Norwegian ice trade with Britain. 
However by this date both the artificial ice industry and the cold storage 


THE ANGLO-NORWEGIAN ICE TRADE 67 


TABLE 9 
BRITISH IMPORTS OF NORWEGIAN NATURAL ICE,1919-29 


Year Natural Ice Cost per ton at 

(Tons) Port of Entry 
(£) 
1919 1,892 2.80 
1920 10,261 3.15 
1921 18,637 2.26 
1922 39,419 1.46 
1923 24,507 1.20 
1924 8,802 1 06 
1925 7,234 1.24 
1926 5,811 0.99 
1927 3,419 1.02 
1928 2,307 1.19 
1929 2,033 0.93 


Source: Cold Storage and Produce Review The first edition for each year contains a statistical 
summary of the previous year’s ice trade. 


industry which was dispensing with the need for ice in a number of spheres, 
were already expanding. Although the market for ice in parts of the industrial, 
commercial and retail sectors ensured that there was scope for expansion for 
both parts of the industry, the continued development of the artificial ice 
industry was assured. The lower costs of manufactured ice and its year round 
availability gave it a significant competitive edge over its natural rival. The 
emerging health concerns and the numerous medical recommendations that 
artificial ice be used, in preference to natural ice, where ice came into contact 
with food and beverage, provided further encouragement to the firms that 
manufactured ice. In the years before the Great War, the artificial ice 
manufacturers took an increasing share of the market for ice, although lack of 
ice making capacity ensured that natural ice still had a share of the market. 
The First World War saw a sizeable reduction in the market as government 
policy promoted the expansion of cold storage facilities and the German 
blockade reduced the needs of the fishing industry for ice. The artificial ice 
making capacity in the country was usually enough to supply the continuing 
needs of industry, commerce, hospitals and the domestic market. There were 
only occasional ice shortages. There were no calls for exemptions from the 
restrictions imposed on importing ice in 1916. Although some immediate post 
war deficiencies in ice were made up by small quantities of imports from 
Norway and elsewhere, the dominance of the artificial ice industry, coupled 
with the development of increasingly affordable domestic refrigeration, such 
as the Domelre, further reduced the market for natural ice. The Great War had 
accelerated the inevitable demise of natural ice. 
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Global Reach by Australian Banks: 
Correspondent Banking Networks, 
1830—1960 


D.T. MERRETT 
University of Melbourne 


As Geoffrey Jones’ seminal work demonstrates, multinational banking on a 
large scale has been in evidence since the 1830s, and was well entrenched 
by 1913.’ However, these British multinational banks and similar 
institutions in other countries handled only a fraction of the funds 
transferred between nations associated with international trade and capital 
movements.” International financial services were provided by an 
alternative and competing institution, correspondent banking, which 
involved banks providing services to their own customers through the use 
of another bank as an agent. The emergence of multinational banking has 
generated a considerable literature,’ while correspondent banking has been 
largely ignored, or, if acknowledged, unexplained.* This paper attempts to 
explain the reasons why correspondent relationships were, and have 
remained, a preferred option for most banks in the provision of international 
financial services before the 1960s through a study of Australian banks. The 
analysis ends in the 1960s as the character of international banking was 
transformed by the rise of the Eurodollar markets and the acceleration of 
foreign direct investment by non-financial firms. 

The new institutional economics provides powerful insights into the 
perpetuation of correspondent banking relationships. Banks are multi- 
product firms. They provide a range of services that can be described as 
‘transaction’ services that include settling debts for their customers, and an 
‘intermediation’ service that links seekers of capital with suppliers of 
capital by transforming the characteristics (maturity, size, liquidity, risk) 
desired by the former into ones acceptable to the latter.’ 

This paper will argue that some types of ‘transaction’ services lent 
themselves to the use of agents, while banks wishing to offer 
‘intermediation’ services across borders would be more likely to establish a 
multinational branch. It will also demonstrate that the settlement of 
international trade payments, the bread and butter of international banking, 
was particularly well suited to a market transaction. The nature of the 
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transaction being undertaken made it possible to negotiate, write and 
enforce contracts with agent banks that were completed to the satisfaction 
of both parties. The paper proceeds by reviewing the extent of 
correspondent relationships entered into by Australian banks before turning 
to a discussion of why this was the preferred choice of institutional mode 
for the particular transaction being offered. 


IT 


Australian banks offered international financial services to their customers 
through agency arrangements from early in the last century. Initially, the 
small numbers of agents were concentrated in Britain, reflecting the very 
Close trade and capital flows between the two countries. However, the 
numbers of correspondent banks grew steadily as foreign banks sought an 
Australian agent to allow their customers to make or receive payments, and 
vice versa. What had begun as a trickle before the 1850s had become a 
stream by the 1870s and 1880s. For instance, the Bank of Australasia listed 
a dozen banks and their branches as its agents in 1863.° Most were in 
England, Ireland and Scotland, with one in continental Europe, another in 
South Africa and three in the East. A quarter of a century later, the number 
of its correspondent banks had risen to 73 and nearly half of these were in 
Europe, Africa, the Far East, and the Americas.’ At roughly the same time, 
the Union Bank of Australia, an institution of comparable size to the Bank 
of Australasia, used 175 banks as its agents, 53 in the United Kingdom, 
nearly a hundred across Europe and the Americas, 18 in the East and five in 
Africa.* Just before World War One the stream was becoming a flood, as 
another Anglo-Australian bank, the English, Scottish & Australian Bank 
(ES&A), used seven banks as its agents in Great Britain and Ireland, all of 
whom had either offices or agents in the City of London, and whose 
hundreds of branches blanketed the high streets of every town. It also used 
another 51 ‘foreign’ banks as correspondents that provided representation in 
another 250 cities outside Britain.” This coverage palled beside that of the 
Union Bank which boasted agents in nearly 1,100 cities outside the United 
Kingdom in the early 1920s." 

Between the two world wars, all of Australia’s trading or commercial 
banks could offer their customers a payments and collection service in any 
of the principal ports or commercial centres in the world." The widening of 
sources of commerce coupled with the rapid growth of overseas banks and 
their branches led to an extending list of agents and correspondents. In 
1951, the Melbourne office of the Australia & New Zealand Bank held non- 
sterling foreign currency accounts of more than 160 US, Canadian and 
Asian banks, and also held Australian currency accounts of nearly 80 
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foreign banks.” It is likely that a greater number of agents and 
correspondents accounts, denominated in sterling and European currencies, 
would have been held by that bank’s London office. By the early 1960s, the 
ES&A, one of Australia’s smaller banks, had accounts with nearly one 
thousand correspondents, excluding multiple branches in the same country, 
in 134 countries.“ The much larger Australia & New Zealand Bank's 
London Office private code book included the addresses of around 700 
banks in 1961." 

This dense network of correspondent relationships stands in sharp 
contrast with the establishment of branches abroad by Australian banks. The 
nine British banks that began operations in Australia between 1835 and 
1863 maintained an office in London that was an important part of their 
business as well as an administrative headquarters. The attraction of London 
as a place to conduct trade-related and foreign exchange business lured 
nearly all of the domestic Australian banks to open there before World War 
One.“ New Zealand attracted a handful of Australian banks to establish 
branches there: the Union Bank in 1840, the Bank of New South Wales in 
1861, the Bank of Australasia in 1864 and the Commercial Bank of 
Australia in 1912.'* There had been a few cautious forays into the islands of 
Papua and Fiji to Australia’s immediate north.” However, no Australian 
bank established a branch elsewhere in the world before the 1970s. The 
focus of this overseas business was retail deposit gathering and lending with 
international financial services and foreign exchange dealing as a profitable 
sideline, essentially the same as in Australia. Multinational banking was 
eschewed by Australian bankers before the 1960s at a time when their 
British counterparts, and smaller numbers from continental Europe, the 
USA and Japan, were actively pursuing such a strategy." 


jaa 


The question that requires consideration is to explain why correspondent 
arrangements was the organisational mode of international banking chosen 
by Australian banks to provide ‘transaction’ services to their customers up 
to the 1960s. Those elements of what has become known as the new 
industrial organisation literature, especially principal-agent theory and 
transaction-cost economics, provide an appropriate analytic framework to 
explore issues of choice of organisational structure and contractual 
relationships.” Such an approach has not been widely applied in the 
literature concerning multinational banking. One notable exception is 
Geoffrey Jones who alluded to transaction cost economics in explaining the 
choice between branching and using correspondents in his most recent 
work.” Jones argued that British clearing banks internalised international 
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banking transactions by establishing overseas branches to reduce the costs 
resulting from the ‘political and economic uncertainties of the First World 
War and immediate post-war years’, while also allowing those banks to 
capture the full benefit from ‘intangible assets such as knowledge and 
reputation’. However, the theory does not predict that internalisation will 
necessarily reduce transaction costs. To know when it might do so requires 
very careful specification of the nature of the transaction, its frequency and 
complexity and so on, together with a consideration of the degree of 
difficulty in contracting. The transactions costs in the provision of 
international payments services were remarkably low, largely because the 
contractual relations between principal and agent were unusually 
straightforward, for reasons which will be discussed below. 

Economic activity involving transactions, whether in the market, or 
within the firm, or through some intermediate arrangement such as agency, 
takes place through a series of formal or informal contracts. In international 
financial services, a bank has a contract with its customer to provide a 
service at a particular place, date and price. The execution of the transaction 
necessitated another set of contracts between the bank and its own 
employees, whether the activity has been internalised in a multinational 
branch network, or with a correspondent bank acting as an agent. 
Transaction-cost analysis suggests that transactions will be internalised 
within the firm rather than being mediated through market exchange or 
other arrangements only when a number of conditions are present.” The 
attributes of the transaction, its frequency and the length of time over which 
the transactions are repeated, its complexity, the difficulty of measuring 
performance, its interconnectedness with other transactions, and the 
specificity of the investments required to conduct the transaction are 
important determinants of whether it is internalised or not. In short, 
internalisation is most likely when transaction are undertaken frequently, 
where there are high levels of uncertainty regarding the future that would 
require frequent and costly renegotiating of contracts, and where one party’s 
reputation could be seriously damaged by opportunistic behaviour by the 
counter party. 

Principal-agent theory highlights the problems that arise in negotiating 
and writing complete contracts that are unambiguous, cover every 
contingency, measure the performance of each party and are enforceable. 
Bankers faced the whole gamut of problems in contracting with agents. 
They operated in a world of uncertainty with unpredictable fluctuations in 
interest and exchange rates, commodity prices, defaults by customers and 
other banks, and changes in government policies. Bankers suffered from 
bounded rationality, in that their capacity to collect, store, retrieve and 
process information was limited. Further, they possessed different and 
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possibly inferior information to the parties with whom they dealt, which 
allowed opportunistic behaviour. Finally, agents can behave opportunisti- 
cally as principals are unable to monitor accurately the effort put into 
completing the contract, a condition known as moral hazard, and because 
agents can use their superior information for their own advantage, or 
adverse selection.” Both types of opportunism are costly to the principal 
and the costs of detecting and monitoring potential opportunism varies 
across alternative arrangements for providing ‘transaction’ or payments 
services. 

The behaviour and commitment of agents to comply with the terms of 
an incomplete contract are controlled by various means.™ Contracts include 
material incentives to the agent for completion, and, in many circumstances, 
specify an enforcement arrangement through resort to the courts or an 
arbitration process. In many cases, both parties eschew a legalistic 
enforcement mechanism and opt instead for a ‘relational contract’ which 
focuses on specifying procedures governing decision making and dispute 
resolution, and allows that flexibility to adjust to changing circumstances. 
Relational contracts involve implicit understandings that usually evolve 
from prior dealings. As Milgrom and Roberts state, ‘these understandings 
are enforced by a reputation mechanism: Those who violate the 
understandings lose their ability to command the trust of others.” The costs 
of monitoring the behaviour of agents is attenuated by the trust built up 
between the parties. The ability of the principal to damage the reputation of 
the agent who breached the trust relationship serves as a powerful sanction 
against opportunistic behaviour and lack of commitment. 


IV 


The rise of the large scale industrial firms in the west from the late 
nineteenth century suggests that the sorts of agency and contracting 
problems discussed above lead firms to internalise transactions,” although 
it would appear that intermediate modes between firms and markets such as 
agency arrangements were pervasive, especially in manufacturing.” To 
understand why agency relationships were used so widely in financial 
services and for so long requires a detailed examination of the nature of the 
transactions involved. Particularly as, prima facie, the costs of agency were 
increased in two important ways. First, banks had little discretion over the 
choice of agent. For the most part, the configuration of any bank’s 
correspondent network was driven by the needs of its customers. In those 
countries and towns with limited banking facilities whoever was operating 
as a bank, of necessity, became an agent. This problem of constricted choice 
tended to reduce over time as the number of banks and their branches rose. 
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However, the total costs of operating the correspondent network increased 
directly with the growth in the list of correspondents and the volume of 
transactions with them. As was mentioned above, Australian banks had 
many hundreds, possibly more than a thousand, correspondents shortly after 
World War Two. However, the costs of monitoring the performance of the 
bank’s correspondents were reduced in important ways by the highly 
centralised flows of information that were generated in key money market 
centres, particularly the City of London. 

An understanding of the nature of the banking services provided through 
correspondents is essential to the analysis of the choice of institutional 
mode. Prior to the 1960s, the basic set of services transacted through 
correspondents were international payments and collections on behalf on 
domestic customers. For instance, Australian banks issued letters of credit 
to be drawn on by their domestic customers in foreign countries and 
arranged for the collection of bills of exchange overseas.” Such 
international trade financing involves participating financial institutions in 
various types of risk: credit risk, market risk, exchange rate and interest risk. 
Most of these arise because the customer to whom accommodation has been 
given may default, the value of the commodities that provide security may 
fall, and exchange and interest rates may fluctuate before payment has been 
made. All of these risks exist whether an agent or an own branch is used. 
However, the use of an agent introduces an additional element of risk, 
counter party risk, which can increase dramatically if the agent behaves in 
an opportunistic fashion. The agent may not honour the letter of credit 
presented by the customer of the principal bank, which would mean a 
breach of contract between the principal bank and its customer. Conversely, 
the principal bank might behave opportunistically by not transferring the 
funds necessary to match the letter of credit. The bank collecting a bill of 
exchange made in favour of its customer may find that the counter party 
bank which had endorsed the bill provided incomplete or inaccurate 
accompanying documentation that invalidated the transaction.” 
Furthermore, any transfer of funds across the exchanges requires the 
principal bank to have an account with its correspondent, which is mirrored 
by the correspondent having an account with it. Both the principal and 
correspondent banks generate assets and liabilities in their balance sheets 
through the creation of credits for the bank whose customer requires funds 
overseas. Credit risk is ever present through the possibility of default by the 
customer and by the counter party bank. 

Despite the problems of agency and possibility of opportunistic 
behaviour that sprang from the limited choice of agents, and the additional 
elements of risks associated with the use of a correspondent, few Australian 
banks took the decision to internalise their international funds transfer 
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business by opening multinational branches in a city where they had 
previously used agents. A compelling reason for the use of an agent was that 
most of the funds transfers, while being of considerable size in aggregate, 
tended to take place infrequently in specific geographic locations. The small 
scale and intermittent business offered little incentive to open a branch, 
unless that office could provide additional banking services. A further 
reason why banks were so willing to enter into contractual relations with 
agents was that none were required to make large scale investments in 
transaction specific assets. Even the codes used by bankers were purchased 
from commercial suppliers. The critical physical assets were 
communications infrastructure, the mails, telegraph and telephone, the 
providers of whom generally behaved as common carriers. The knowledge 
required of the small staffs in the international or foreign banking 
departments concerning the mechanics and law of letters of credit, bills of 
exchange and foreign exchange dealings was provided through a 
combination of on the job training and by bankers’ institutes. Building up 
knowledge of the creditworthiness and standing of other banks was easily 
acquired by having a London office participating in the market for 
international transactions. 

The problems of agency inherent in correspondent banking were 
attenuated by the low levels of uncertainty associated with the nature of the 
services being transacted. A narrow range of highly standardised 
instruments were used in international banking. The first of these was a 
letter of credit, by which banks arranged for their domestic customers to 
have funds available to them in another country, and another currency, at the 
office of a designated correspondent bank.” The other was the bill of 
exchange, denominated in sterling and payable in London, which was the 
principal instrument of trade payment, collection and finance at least up 
until World War Two.” A set of standard contracts existed relating both to 
letters of credit and bills of exchange which could be adapted at the 
negotiation and writing stage to suit almost every contingency. The terms of 
these contracts were well known to all parties, and enforceable through the 
courts and a supranational arbitration process.” The existence of these 
standardised contracts reduced the information costs associated with 
correspondent banking, each banking party fully understood the reciprocal 
obligations between itself and the customer. This public good element of 
knowledge already possessed by members of the international banking 
community attenuated search costs for suitable counter parties. 


Vy 
The relative ease of writing standardised contracts further increased the 
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ability of bankers to monitor the performance of their correspondents. The 
duties and obligations of the agency arrangements made by Australian 
banks in the 1840s were extraordinarily vague.” However, the nature of the 
contract between the principal and its agent was clearly articulated by the 
tum of the century. For instance, ES&A’s advice to its branch managers in 
1911 specified the terms of agreement with each of its 58 correspondent 
banks. Its arrangement with the British Bank of South America laid out the 
services to be provided: demand drafts, cable transfers and clean and 
documentary credits; the branches at which these services could be 
provided; the place and manner of reimbursement, including different rates 
of interest and exchange; the structure of commission; reporting 
requirements within and between banks; and security measures including 
specifying branches, authorised signatures and key codes.* By the 1960s 
the degree of detail in each of the ‘contracts’ with the hundreds of 
correspondent banks had increased, partly because of the need to comply 
with the exchange control regulations in Australia and elsewhere. Yet for all 
these changes, the basic nature of the contract was unchanged.” For 
example, the arrangement between ES&A and the Chartered Bank in the 
late 1960s centred on allowing customers of each bank to draw by mail or 
cable on current accounts of the other established by various categories of 
letters of credit, the encashment of travellers’ cheques, and the collection of 
bills in five different currencies. Limits to which one bank could overdraw 
its account in the other’s branches were specified and regularly 
renegotiated. ‘The monitoring function had been strengthened by specifying 
a monthly statement account to be passed between the banks, which allowed 
for a reconciliation of ‘vostro’ and ‘nostro’ accounts. 

Banks did devote more resources to monitoring their correspondents. By 
the inter-war years, the Anglo-Australian banks,* and other domestic 
Australian banks such as the National Bank of Australasia” and the Bank of 
New South Wales,” had created embryonic ‘foreign departments’ charged 
with the establishment and oversight of correspondent relationships. Visits 
to correspondents became more commonplace. It was these specialists in 
foreign or overseas departments who advised senior management on the 
agents’ credit limits. Those credits were related to the size and frequency of 
transactions, and they were subject to systematic monitoring. For example, 
ES&A’s management sought to keep its credits to a minimum.” Limiting the 
credits allowable to individual agents was reinforced by using a wider range 
of agents as possible to spread risks. Of course, there were a number of 
locations where only one bank could be used. However, in those countries 
and towns were there were many suitable banks to choose from most were 
used. For instance, in 1911 ES&A had more than one agent in 31 European 
cities, including four in both Paris and Zurich. Multiple agencies were 
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commonplace in North America, particularly in New York, and in the major 
commercial centres of the Far East.“ By the 1960s the process of splitting 
business amongst agents in the same location had been carried much further. 
There were dozens of agents in cities such as Antwerp, Paris, Hamburg, 
Bombay and Calcutta, with 47 in New York.” 

Australian banks discriminated amongst the agents and correspondents 
that they used. In short, some were trusted more than others. In the early 
1960s, ES&A reviewed its system for monitoring its agents, whose numbers 
had risen sharply. The principal issue was to ascertain the creditworthiness 
of agents as this set a limits to the amount of credit, or ES&A’s exposure, 
given to customers of the agent who would draw funds under a letter of 
credit. Information on creditworthiness came from two sources; the 
published balance sheets of the correspondent banks, and their reputation 
and ‘standing with us’. In practice, such a search led ES&A to believe that 
95 banks, made up of the major banks in the United Kingdom, the USA, 
Canada and most of European countries were of ‘undoubted standing’ and 
whose letters of credit were accepted to unlimited amounts subject only to 
the discretion of the General Manager in Melbourne.” 

Even amongst this august body there were important differences in the 
treatment of individual banks. The example of ES&A’s contracts with 
individual banks suggests that it used credit rationing rather than price 
differentials to manage the risks inherent in the contract. One suspects that 
the setting of limits reflected a combination of judgement about the strength 
of the other bank and the value of its correspondent business. For instance, 
the Chase Manhattan’s mail drawings would be paid to any level even 
without advice ‘if otherwise in order’ ,“ whereas in the case of the Chartered 
Bank, ES&A managers could pay out more than £100 sterling provided they 
sought confirmation by cable from Chartered that the funds were 
forthcoming.“ However, in the case of both Barclays* and the Clydesdale” 
payment of mail drawings in the absence of advice in the form of a letter of 
credit was strictly limited to £100 sterling. The most remarkable 
discrimination amongst these first tier banks was ES&A’s unwillingness to 
accept drafts, mail or telegraphic transfers of more than £2,000 on any 
ES&A branch on any single day from branches of the Chartered Bank 
which had ‘only one European officer, and no Asian Assistant with power 
to countersign’ .* The perceived risk resulted from the absence of the safety 
of two signatures rather than any question of the creditworthiness of that 
bank. 

There was a second and a large third tier of institutions whose treatment 
was different again. Some 30 banks in communist countries, as well as 
Japan, Ceylon, the Philippines and other Asian countries, central and south 
America, and in ‘certain European and Mediterranean countries’ had their 
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lines of credit capped.” These arrangements were reviewed every six 
months in the light of the extent of usage, and the profitability to ES&A of 
the discount or acceptance facilities being utilised by the correspondents. 
The vast majority of other banks with whom small and irregular amounts of 
business was done were consigned to a lower level of creditworthiness. One 
such bank, the Commercial Bank & Trust Company of the Philippines could 
have its letters of credit drawn against ‘only ... on receipt of the relative 
advice’ and beneficiaries of those letters of credit were advised that the 
credit was opened ‘without engagement or responsibility’ on the part of 
ES&A.* 

The costs of monitoring the growing list of correspondents were 
attenuated further in the twentieth century. First, the likelihood of bank 
failure diminished, and lessened counter party risk. The chronic financial 
instability of the early and middle years of the nineteenth century were 
followed by fewer and less frequent panics. Financial crises were moderated 
by the actions of central bankers from the 1890s onwards. Furthermore, an 
increasing number of banks engaged in international trade finance were 
government owned” and less likely to default than private banks. On the 
other hand, the major threats to the completion of contracts in international 
finance came increasingly from the actions of governments. Wars, exchange 
controls and inconvertible currencies, events over which banks had no 
controls, posed the greatest risks to the system.” These externally imposed 
costs were offset, to a degree, by a concentration amongst commercial 
banks, outside the United States, and the development of large branch 
networks across and beyond countries that led to significant economies in 
monitoring the behaviour of agents. Banks with many branches devised 
internal governance structures to control the behaviour of their own 
employees. It was easier to assess the efficiency and trustworthiness of a 
single institution which was represented at many points than to assess and 
monitor the behaviour of a comparable number of unitary banks. 


VI 


Agents had powerful incentives to complete their contracts, as the fees and 
commision paid were significant sources of revenue. For instance, 
Australian banks acted as agents for those foreign banks whose customers 
purchased Australian commodity exports. For providing such services as 
establishing credits and the payment of drafts, a comission of between one- 
eighth and one half a per cent was charged, along with a fixed fee for 
procuring advances, advising and confirming credits, altering credit limits 
and so on. All of these fees were borne by the customer of the principal bank 
as the charges were deducted from the established credits. The fees appear 


80 BUSINESS HISTORY 


to have been largely uniform. For instance, the Union and ES&A Banks had 
broadly similar fee structures before World War One, and all the Australian 
banks applied a common set of fees introduced by the London clearing 
banks from the late 1940s.* Combining the percentage and flat rate fees 
suggests that the average rate of commission was around a half a per cent. 
Applying this fee structure to the value of Australian merchandise exports 
in the years 1880, 1900, 1920, 1939 and 1960 suggests that Australian 
banks received fees as correspondents ranging from five to 12 per cent of 
their net interest income over that period. Their associated sales of 
Australian currency to foreign banks and their customers raised revenues 
equal to between seven per cent and more than a third of net interest 
incomes.” Clearly, while these figures are broad brush estimates, they 
suggest that commission income was an important part of bank revenues in 
Australia. 

To receive repeat business often depended on more than the completion 
of the contract. Principals were reluctant to direct business to agents that did 
not reciprocate. For instance, in the late 1930s ES&A sought to broaden its 
list of correspondents in the United States, and in particular to encourage 
US and Canadian banks to open accounts with its London Office. It took 
this course as it had sent millions of dollars’ worth of business to its three 
New York agents, who offered hardly any business in return.“ 

Maintenance of a good relationship with its clients was in the interests 
of the agent for other reasons. An agent of good standing could approach its 
host bank, particularly a leading bank in London or New York, for 
information on the creditworthiness of other banks and customers, and for 
credit. By the 1960s, at least, ES&A had such regular and large volumes of 
business with a number of its correspondents, particularly in London and 
New York, that both parties had substantial balances with one another. 
These accounts were no longer simply used to clear the payments and 
collections of bank customers, but were part of wholesale inter-bank 
markets for credit and foreign exchange. Payments to be made by an ES&A 
customer via a New York agent might be more advantageously funded by 
an overdraft by the New York bank if ES&A was temporarily short of US 
dollars due to a lack of remittances owing to the highly seasonal nature of 
the Australian export trade. The New York agent was willing to make short 
term loans to a bank whose credit was beyond question and, also, because 
the maintenance of a large balance provided funds to the correspondent to 
employ in the overnight and short term money markets. Having long- 
standing correspondent relationships with trusted partners enabled a bank to 
take advantage of opportunities for arbitrage in foreign exchange and credit 
markets. Banks of high reputation were more likely to be sought as partners 
in the syndicated lending in the emerging Eurodollar markets. 
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Bankers seldom resorted to the courts to enforce contracts with agents. 
Nearly all contracts were completed to the satisfaction of both banks 
because of the existence of powerful non-legal sanctions. Any bankers who 
behaved opportunistically or who could not honour contracts because of 
illiquidity or insolvency would forfeit their reputation. Reputation and trust 
was a Critical intangible asset in an industry where bankers made decisions 
on the strength of the reputation of a counter party in situations where no 
time existed for formal credit checks. A damaged reputation was a serious 
impediment. All banks recognised that information concerning an 
incomplete contract would be known to the entire banking community and 
not just to the injured counter party. It is important to recognise the key role 
of the City of London and its discount market, and of the world’s other 
major money markets in this process. Almost every bank in the world 
involved in international transactions possessed a London agent, and in 
exceptional cases a London office, and was a participant in the discount 
market. For instance, in the early 1930s, over 2,000 of the 2,915 institutions 
listed as the ‘principal’ banks in the world in Skinner’s Bankers’ Almanac 
and Year Book” possessed an agent or correspondent in London. Of these 
banks nearly 80 per cent used British banks, or a combination of British and 
foreign banks, as their agents. The remaining one-fifth drew on the services 
of some of the 70-odd non-British banks that had offices in the City at this 
time. 

Knowledge about the creditworthiness and trustworthiness of most of 
the banks in the world involved in the provision of international financial 
services was concentrated in the City of London. The British agency 
business of the 2,000 non-British banks in the 1930s," many of which used 
multiple agents, was concentrated in the hands of fewer than 20 banks: the 
major British clearers, some of the merchant banks, and several foreign 
banks. For instance, the Midland Bank stated that it acted as London agent 
for 991 foreign banks, the Westminster Bank 570, Barclays 560, Lloyds, 
397, the British Overseas Bank 168, Martins Bank, 165, the Royal Bank of 
scotland 113.” It should be noted that some banks such as Hambros Bank 
Ltd, which acted as agents for most of the Scandinavian banks, and Japhet 
& Co, which had close connections with many German banks, chose not to 
list their correspondents. A small number of foreign banks can be identified 
as handling very large numbers of correspondent and agency relations 
through their London offices. For instance, the Swiss Bank Corporation had 
609 correspondents settling through its branch, while the Banca 
Commerciale Italiano had 192, Credit Lyonnais 188 and Credito Italiano 
102. 
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Correspondent banks formed judgements about one another through the 
completion of contracts. This ‘insider’ knowledge was supplemented in an 
extraordinarily powerful way through the position of London in 
international finance. Its dominance was strongly linked to the dense 
network of correspondent relationships as bills of exchange homed on 
London agents’ accounts. As is well known, most of these trade bills 
reached London before maturity and were put onto the discount market by 
the London banks. There was a hierarchy of bills which reflected the 
willingness of the Bank of England to offer rediscount facilities: bills 
accepted by British banks and acceptance houses; fine trade bills, then bills 
accepted by other banks; foreign agency bills; trade bills and foreign 
domiciles.* This enormous secondary market in trade bills, by which third 
parties priced the value of bank endorsed securities several times each day, 
was simultaneously an information and an enforcement system. In a market 
that discriminated between the quality of paper,” any bank that had 
defaulted on a contract or whose suspect creditworthiness made default 
likely would have its paper more heavily discounted by the market. In times 
of crisis, some banks were excluded from the market.* Information flows 
were transparent and almost instantaneous. The physical proximity of banks 
in the City and the constant professional and social interaction of bankers 
not only facilitated information gathering and dissemination but placed a 
premium on reputation. Other banks could, if they wished, stop using the 
services of any stigmatised bank as a correspondent. Furthermore, any 
correspondent who gave inaccurate information concerning the credit- 
worthiness of its own customers would lose repeat agency business not only 
from the bank it had wronged but from other banks as well. The judgement 
of the market on a bank’s reputation and trust placed in it by other banks 
was a powerful deterrent to any correspondent to dishonour its contracts.” 


Vill 


Under what circumstances would Australian banks decide to open a branch 
overseas in a location where it had previously used an agent? Can a number 
of triggers for a change in institutional mode be identified? A number of 
possibilities present themselves. Agents cannot be used in those locations 
where no bank exists. Or, agents might not be used if all available 
correspondents gave consistently inadequate service in those countries with 
which Australia had strong trade links. However, the existence of many 
banks in the industrial economies from the early nineteenth century and the 
rapid spread of banking across other countries drawn into the international 
economy, particularly by the first generation of British overseas banks, 
indicates that there were no lack of suitable counter parties or 


AUSTRALIAN BANKS 83 


correspondents for Australian banks. There is no evidence that the agency 
costs of correspondent banking, in the sense that agents might behave 
opportunistically, were particularly high, rather the reverse is the case 
because of the relative ease of writing contracts and monitoring their 
behaviour. 

The attributes of the transaction, particularly its frequency and the 
specificity of the assets associated with it, were the most important 
determinants of whether international banking services were internalised 
within a multinational bank. In international banking the most powerful 
attribute of the transaction pushing towards internalisation, or opening an 
overseas branch, was the growth in the volume and frequency of cross 
border payments and collections.“ Trade volumes and the bilateral deficits 
or surpluses arising from the pattern of trade determined the size of balances 
held with correspondent banks through ‘nostro’ accounts. Strong trade 
flows and capital transfers generated large balances in the currency of the 
host country in the hands of the agent. If these were held by a branch it 
could utilise those funds for a variety of lending purposes including non- 
trade related advances. A correspondent relationship had the potential to act 
as a beach head into an alternative institutional mode, multinational 
banking, by providing not only the initial funding but by allowing the 
principal to accumulate knowledge about a range of business houses and 
individuals involved in trade. 

Branching or multinational banking was a clearly preferred mode to a 
correspondent relationship if Australian banks wished to involve 
themselves in offering an ‘intermediation’ service overseas. Financial 
intermediation transactions are far more complex than those involved in 
international payments and collections, and require highly specific assets, 
particularly knowledge of the creditworthiness of borrowers. Moreover, 
contracting these sorts of banking services to agents presented great 
difficulties. While it was possible to use agents to collect deposits, as many 
Australian banks had done in Scotland in the 1880s,° writing contracts 
conceming lending presented virtually insurmountable problems. The costs 
of negotiating and writing contracts dealing with a host of non-standardised 
proposals in which significant asymmetries of information existed between 
the principal and agent would be very high. Furthermore, measurement of 
performance was also more uncertain as the result of a lending decision 
made by an agent might not be known for years. However, building a branch 
network overseas to provide financial intermediation services as well as 
those of international transactions involved a number of heavy costs. The 
most important of these was the creation of intangible assets such as 
knowledge about customers in the new host markets. Costs such as these 
were a powerful barrier to entry to Australian bankers considering entering 
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foreign markets as their range of experience in international business, and 
skills in foreign languages and culture, was limited. 

Why did Australian banks not open branches abroad other than in 
London and the islands to its near north? The decision not to branch 
overseas was affected by a number of other powerful considerations. First, 
Australian banks did not possess what Dunning has described as ownership 
advantages in intermediation services that would allow them to compete 
successfully in foreign markets.” They followed rather than led, say British 
and American banks, in terms of banking products and internal systems.” 
Jones has stressed the worth of reputation to British overseas banks,® but, 
this intangible apart, variations in levels of competency between banks of 
different nationality would have been small.” Further, any productivity gap 
would have sprung from differences in knowledge and skills embedded in 
routines in the foreign bank’s branches in its country of domicile. Such 
skills may have been difficult to recreate, even with expatriate staff, in a 
foreign location. Likewise, there were few obvious locational advantages to 
a foreign bank in the provision of an intermediation service. 

Another set of forces kept Australian banks involved in correspondent 
relationship rather than becoming multinational banks. These banks were 
too introspective and conservative after the major trauma of the 1893 
banking collapses to even consider embarking on a multinational strategy 
before World War Two.” One also suspects that once correspondent 
networks had been developed that worked satisfactorily, even allowing for 
some misbehaving by agents, organisational inertia would mitigate against 
a reappraisal of that system compared to branching. The perceived costs of 
branching overseas other than in London might have been so great that the 
option was not seriously considered unless there was a dramatic externally 
driven change in circumstance. Furthermore, Australian bankers were 
culturally conditioned to limit their horizons to operating overseas in 
neighbouring Australian and British territories with their familiar legal 
systems, customs and language, and dealing with customers with whom the 
banks already enjoyed long-standing relationships. The costs of operating in 
a truly ‘foreign’ environment would be significantly greater. Inertia and 
cultural conditioning were reinforced by the legacy of the policies of both 
the British Treasury and Bank of England on the Australian banking system. 
British overseas banks dominated Australian banking for half a century 
after their arrival in the 1830s, and the Colonial Bank Regulations left their 
impress on the structure and character of Australian banking, including the 
Treasury view that British overseas banks should confine their business to 
one region of the world. Such views of non-competing groups of British 
banks resurfaced in the restrictive charter given to the ill-fated British Trade 
Corporation in 1917.” Finally, foreign governments came to exercise power 
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of veto over the movement of bank branches across national boundaries 
from the inter-war period on.” The ability of Australian domiciled banks to 
become multinational was reduced significantly by regulation imposed by 
many host nations, particularly after World War Two. Such restrictions were 
not loosened until the deregulation and liberalisation of financial markets in 
the 1970s and 1980s. 


IX 


Correspondent relationships were a superior contractual mode for the 
provision of a range of services in international finance than internalisation 
or multinational banking. The intermittent frequency of collections and 
payments across a multiplicity of locations meant that it was not sensible for 
any bank to have a branch in every city in the world to handle trade 
payments. However, the ease of writing and enforcing contracts with agents 
played a critical role in reducing the transaction costs associated with these 
banking services. The continuous monitoring of the creditworthiness and 
reputation of participants in international banking, which arose from the 
position of sterling and the London discount market in international 
settlements, attenuated the costs of agency. The efficiency of agency 
relations in international banking suggests that the rise of multinational 
banking up to the 1960s cannot be readily explained in terms of reducing 
the costs of agency in the provision of these types of banking transactions. 


NOTES 


Earlier papers on which this article is based were presented to a conference on ‘East meets West: 
Pacific Banking 1859-1959’, held at Hosei University in Tokyo in September 1993, and the 
Biennial Conference of the Economic History Society of Australia and New Zealand, beld at the 
University of New England, Armidale, New South Wales in July 1994. I am indebted to the 
valuable discussion at those venues I am particularly grateful to Geoffrey Jones, Stephen 
Nicholas and two anonymous referees for their insightful comments. 
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Enterprise Groups, Industry Associations, 
: and Government: 
The Case of the Petrochemical Industry 
in Japan 


TAKEO KIKKAWA 
University of Tokyo 


Japanese enterprise systems have received increasing attention in recent 
years. In considering company systems in a comparative framework, 
Tsunehiko Yui has argued that 


Japanese enterprises exhibit a different structural pattern, both inside 
and outside the organisation, from Western, and especially American, 
large industrial enterprises, which demonstrate a high degree of 
formal integration. This structural pattern is an essential element of 
organisational efficiency or capability and contributes to the 
productivity of major Japanese industrial enterprises. Furthermore, it 
is a significant factor contributing to their international 
competitiveness.’ 


Yui further argues that Japanese enterprise systems exhibit the following 
four characteristics: 1) a ‘flexible structure’ within the enterprises; 2) a 
tendency to create subsidiaries instead of taking the multi-divisional form 
(M-form); 3) an inclination toward group formation rather than vertical 
integration; 4) close ties with other organisations such as the government, 
industry associations and enterprise groups, which influence enterprise 
behaviour and investment.? 

As a general rule, inter-firm relationships can be divided into those in 
which direct transactions take place and those in which they do not. In cases 
where direct transactions take place, mechanisms toward the rationalisation 
of long-term transactions have been emphasized.* The merits of these 
relationships are most often apparent in the formation of subsidiaries and 
subcontracting relationships. This article, on the other hand, will focus on 
the second type of inter-firm relationships: that is, the relationships between 
enterprises not involved in direct transactions. In considering these 
relationships, the article will examine the petrochemical industry in Japan 
as a concrete example and consider the functions of enterprise groups and 
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industry associations. In addition, the role of government, which can be 
considered an intermediary organisation‘ like enterprise groups (keiretsu) 
and industry associations, will also be considered. The petrochemical 
industry serves as a good case study for understanding the relationships 
between individual enterprises, enterprise groups, industry associations and 
government, because it typifies the basic materials industries that were 
promoted by both government and enterprise groups during Japan’s rapid 
growth period. These industries were considered crucial for providing 
inputs for manufacturing industry as a whole. Following ten years of 
reconstruction after World War II, the Japanese economy experienced 
annual growth of over 10 per cent per year until the first oil crisis of 
1973-74, followed by slow but sustained growth at rates of less than five 
per cent. During the high growth period, the petrochemical industry was a 
new industry; its share of manufacturing and mining investment growing 
from a mere 1.4 per cent in 1956 to 7.3 per cent by 1965.° Production soared 
from 1,739 million yen in 1957 to 321,347 million yen in 1965.’ In other 
words, the petrochemical industry grew from next to nothing to become one 
of the main actors in the Japanese economy. However, when the Japanese 
economy entered upon a period of slow growth, the petrochemical industry 
became depressed, and in 1983, together with aluminum refining and 
papermaking, it was designated a declining industry under the Structurally 
Depressed Industries Law. The petrochemical industry’s path of 
development reflects the general pattern of Japan’s basic materials 
industries. Enterprise groups took the principal initiative in the early period 
of development,® while during the development of domestic production in 
the high growth period and in the restructuring process of the slow growth 
period, the industry association and the government played important roles.’ 

Previous research on the government-business relationship has tended to 
take a political science approach and emphasise the role of government in 
business. Chalmers Johnson characterises the Japanese state as plan 
rational, and emphasises the leadership of the Ministry of International 
Trade and Industry (MITT in industrial development, In his view, MITI 
leads and the industries follow. For business historians, however, Johnson’s 
argument over-emphasises the role of the state in the economy. Richard J. 
Samuels takes a somewhat different view: ‘Intervention by the Japanese 
state is paradoxical — the Japanese state is pervasive in the economy because 
... private actors have learned how to limit and enhance state power 
simultaneously’. Samuels challenges the assumptions of bureaucratic 
dominance and state-led capitalism, and argues that the government- 
business relationship is one of ‘reciprocal consent’. His argument is more 
realistic than Johnson’s in that it incorporates the autonomous role of private 
actors. However, his approach, like Johnson’s, is political, and does not 


THE PETROCHEMICAL INDUSTRY IN JAPAN 9] 


consider adequately the important questions raised in the fields of 
economics and management about the effects of government activities on 
enterprise behaviour and competition. Furthermore, neither of them 
considers the roles of enterprise groups and industry associations. In post- 
war Japan, the enterprise groups, industry associations and government 
played a multifaceted and complementary role in the growth of individual 
enterprises and in the overall competitiveness of the industry. However, it 
will be argued that these functions were limited to complementing the 
organisational capacity of individual enterprises, and the driving force 
behind enterprise growth was located within individual enterprises. Thus, 
on balance, the enterprise groups, industry associations, and government did 
not necessarily lead enterprise growth or industrial development, but 
enhanced the abilities of individual enterprises in reaching these goals. In 
order to illustrate these arguments, a brief review of the history of the post- 
war Japanese petrochemical industry is necessary. The remainder of this 
article is in two parts. The next section gives an overview of the history of 
the petrochemical industry in Japan.” Its history can be divided into three 
phases. In Phase 1 (1955-64), the domestic production of petrochemicals 
was established. In Phase 2 (1965-74), large-scale investment took place to 
increase the international competitiveness of the industry. In Phase 3 
(1975-84), restructuring of the industry in the face of an economic 
downturn was the central issue." The third section of this article examines 
the functions of enterprise groups, industry association, and government. 


H 
OVERVIEW OF THE PETROCHEMICALS INDUSTRY'S DEVELOPMENT 


Phase 1: Development of Domestic Production (1955—64) 


For this phase, the establishment of domestic production of petrochemicals 
will be considered by following the progress of the implementation of the 
First and the Second Plans for domestic production of petrochemicals. In 
the years immediately after World War II, a few companies seeking 
government support presented plans to MITI for the domestic production of 
petrochemicals. Because MITI had already studied the worldwide 
petrochemical industry and recognized the industry’s growing importance, 
it encouraged plans for domestic production. However, none of the plans 
were realized. They were premature. Afterwards, from 1948 to 1950, 
several plans for domestic production of petrochemicals were presented by 
enterprises in the chemical, petroleum, and gas industries. In response, 
MITI established the Petrochemical Industry Development Plan in July 
1950." The purpose of this plan was threefold: 1) to secure supplies of 
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benzol, organic acids, and acetone for the synthetic fibre and resin 
industries; 2) to establish domestic production of ethylene products; and 3) 
to lower the price of petrochemicals and thereby increase the international 
competitiveness of chemical and related industries. The basic policy of the 
plan was to satisfy domestic demand at internationally competitive prices. 
In order to do so, the plan established criteria for selecting appropriate 
development plans for active support by the ministry. Support was provided 
in the form of loans, tax relief, higher rate of depreciation for facilities built 
under the plan, approval of foreign technology transfer, and special 
provision of foreign currency and tariff reduction for imported machinery. 
This plan became the basis for approval in the First Plan for domestic 
production of petrochemicals and was significant in that it required that the 
products be supplied at an internationally competitive price level. Four 
companies, Mitsui Sekiyu Kagaku (Mitsui Petrochemicals) located in 
Iwakuni, Mitsubishi Yuka (Mitsubishi Petrochemicals) in Yokkaichi, 
Sumitomo Kagaku (Sumitomo Chemicals) in Niihama, and Nippon Sekiyu 
Kagaku (Japan Petrochemicals) in Kawasaki, were recognized in this plan 
as ethylene centres. Of these four companies, Mitsui Sekiyu Kagaku was 
founded in July 1955 as a joint venture of enterprises in the Mitsui group, 
based on the business plans of Mitsui Kagaku (Mitsui Chemicals) and Miike 
Gései (Miike Synthetics). Likewise, Mitsubishi Yuka was founded in April 
1956 by enterprises in the Mitsubishi group based on the plans of Mitsubishi 
Kasei (Mitsubishi Chemicals). On the other hand, Sumitomo Kagaku 
chose to produce ethylene without the help of other enterprises in its group, 
since its production facilities, unlike those of Mitsui and Mitsubishi, only 
included the manufacture of polyethylene and gasification of ammonias.” 
As for Nippon Sekiyu Kagaku, its plant was located in the same industrial 
plant complex as those of enterprises in the Furukawa group (e.g. Nippon 
Zeon, Asahi Denka, Furukawa Kagaku) as well as Mitsubishi Sekiyu 
(Mitsubishi Petroleum), and Shéwa Yuka." This arrangement was remarked 
on because it tied non-ketretsu-related firms into long-term relationships. ” 

Assistance from enterprise groups such as Mitsui and Mitsubishi in the 
formation of Mitsui Sekiyu Kagaku and Mitsubishi Yuka, respectively, was 
connected with the privatisation of the former military fuel facilities in 
Iwakuni, Yokkaichi and Tokuyama. In the end, Mitsui Sekiyu Kagaku 
succeeded in obtaining the army fuel facility in Iwakun, and Mitsubishi 
Yuka the navy fuel facility in Yokkaichi. Sumitomo Kagaku began a joint 
venture with Idemitsu Kôsan, which obtained the navy fuel facility in 
Tokuyama.” 

As can be seen in Table 1, facilities whose construction was approved in 
the First Plan for domestic production of petrochemicals, including the four 
ethylene centres, were completed during the period from January 1957 to June 
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1960. In June 1958, the industry association, Sekiyu Kagaku Kégy6 Kydkai 
(the Petrochemical Industry Association, hereafter PIA) was established with 


TABLE 1 
FIRST PLAN FOR DOMESTIC PRODUCTION 


Company Name Location Product Name Production Completion 
Capacity Date 
Maruzen Sekiyu Shimotu Butanol 2,400 1957 
Methyl Ethyl Ketone 2,400 
Matsuyama Benzene 3,000 1959 
Toluene 9,600 
Xylene 9,600 
Mitsui Sekiyu Kagaku Iwakuni Ethylene* 20,000 1958 
Benzene 7,000 
Toluene 11,600 
Xylene 11,600 


High Density Polyethylene 12,000 
Ethylene Oxide and Glycol 10,800 


Phenol 12,000 
Acetone 7,000 
Acid 7,200 
Sumitomo Kagaku Niihama Ethylene* 12,000 1958 
Low Density Polyethylene 11,000 
Mitsubishi Yuka Yokkaichi Ethylene* 22,000 1959 
Styrene Monomer 22,000 
Low Density Polyethylene 10,000 
Ethylene Oxide & Glycol 5,700 1960 
Monsanto Kasei Yokkaichi Polystyrene 7,200 1957 
Mitsubishi Kasei Yokkaichi 2-Ethyl Hexanol 6,000 1960 
Nippon Gosel Gomu Yokkaichi Butadiene 33,500 1960 
SBR 45,000 
Nippon Sekiyo Kagaku Kawasaki Isopropyl Alcohol 2,000 1957 
3,500 
Ethylene* 25,000 1959 
Butadiene 6,000 
Asahi Dow Kawasaki Polystyrene 10,200 1957 
Styrene Monomer 18,000 1959 
Mitsubishi Sekiyu Kawasaki Benzene 4,400 1957 
Toluene 9,300 
Xylene 7,800 
Nippon Shokubai Kagaki Kawasaki Ethylene Oxide and Glycol 8,840 1959 
Nippon Zeon Kawasaki SBR 5,800 1959 
NBR 1,500 1959 
High Styrene Rubber 1,200 
Showa Yuka Kawasaki High Density Polyethylene 10,000 1959 
Furukawa Kagaku Kawasaki High Density Polyethylene 9,000 1960 





Notes: 1. Unit for production capacity is tons per year. 
2. Those marked with asterisks are ethylene centres. 


Sources: Sekiyu Kagaku Kégy6 Kyðkai (ed ), Sekryu Kagaku Kôgyő Sanjûnen no Ayurm 
(Thirty-Year History of the Petrochemical Industry) (Tokyo, 1989), pp 21-2 
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ten members — Asahi Dow, Shéwa Yuka, Sumitomo Kagaku, Nippon Sekiyu 
Kagaku, Furukawa Kagaku, Maruzen Sekiyu, Mitsui Sekiyu Kagaku, 
Mitsubishi Sekiyu, Mitsubishi Yuka, and Monsant Kasei.” 

By the time the First Plan for domestic production was nearing 
completion, the petrochemical industry was seen as one of the rising stars 
of industrial development. As a result, not only those enterprises in the 
chemical industry that had been reluctant to participate in the First Plan, but 
also other enterprises in the petroleum, synthetic fibre, and steel industries 
sought to enter the field. From 1959, entrance into the petrochemical 
industry became highly competitive. Under these circumstances, MITI 
established approval criteria for the Second Plan for domestic production in 
December 1959. Assuming production based on international price levels, 
this plan contained three basic points: 1) to improve production facilities of 
the First Plan toward complete import substitution; 2) to encourage facility 
development for new petrochemical products in order to increase the use of 
surplus olefin and to develop comprehensive petrochemical production 
facilities; 3) to increase the supply of and to decrease the cost of basic 
chemical products through continued improvement of petrochemical 
production techniques.” 

In addition to the enlargement of the four ethylene centres created in the 
First Plan, construction of five new ethylene centres was approved in the 
Second Plan. These included Ténen Sekiyu Kagaku (Téa Nenryo, Téa 
Petroleum affiliate, located in Kawasaki), Daiky$wa Seikyu Kagaku 
(Kyiwa Hakkô affiliate, Yokkaichi), Maruzen Sekiyu Kagaku (Maruzen 
Sekiyu affiliate, Chiba), Idemitsu Sekiyu Kagaku (Idemitsu Késan Affiliate, 
Tokuyama), and Kasei Mizushima (Mitsubishi Kasei affiliate, Mizushima). 
These facilities were completed by September 1964 (see Table 2). 

These five new ethylene centres demonstrated several noteworthy 
characteristics. First of all, they became the core of industrial plant 
complexes that transcended enterprise group boundaries. Secondly, that 
Mitsubishi Kasei began ethylene production in addition to Mitsubishi Yuka 
was significant, because duplication of functions among enterprises within 
the same enterprise groups was avoided as a general rule. Thirdly, it is 
noteworthy that Téa Nenryô was instructed by MITI to reduce its share of 
foreign investment from 55 per cent to 50 per cent before it was allowed to 
invest in Ténen Sekiyu Kagaku. Furthermore, it should be noted that, 
regardless of whether an ethylene centre was formed in the First Plan or the 
Second Plan, competition to introduce new technology intensified in order 
to receive approval for the production of final products in the Second Plan. 


Phase 2: Increased Scale (1965-1974) 
The biggest task for the petrochemical industry in this phase was to increase 
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TABLE 2 
SECOND PLAN FOR DOMESTIC PRODUCTION 


Enterprise Name Ethylene Production Completion Final Products 
Capacity Date 


Ténen Sekiyu Kagaku 40,000 1962 Polyethylene 


DaikyOwa Sekiya Kagaku 41,300 1963 Aceto-aldehyde 


Maruzen Sekiyu Kagaku 44,000 1964 Polypropylene 


Kasei Mizushima 45,000 1964 Aceto-aldehyde 


Idemitsu Sekiyu Kagaku 73,000 1964 Aceto-aldehyde 
EDC 


Notes: 1. Unit for ethylene production capacity is tons per year.. 
2. The products listed are final products from the point of view of ethylene production, 
and may be used as raw materials in other processes. 


Source: Sekiyu Kagaku K6gy6 (ed.), Sekiyu Kagaku Kégy8 NijQnenshi (Twenty-Year History of 
the Petrochemical Industry) (Tokyo, 1981), p.28 


international competitiveness under liberalisation of capital investment. In 
order to achieve this, the Petrochemical Co-operation Council was formed 
in December 1964 with representatives from MITI, industry, and third 
parties under the policy of co-operation. The Thirty-Year History of the 
Petrochemical Industry describes the conditions at the beginning of this 
phase as follows: The petrochemical industry became the largest industry in 
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the chemical field surpassing the chemical fertiliser industry, when 


in 1966 annual ethylene production rose above one million tons and 
the total value of petrochemical products reached 376.2 thousand 
million yen, an increase of 28 per cent over the previous year. In 1967, 
the Chiba plant of Mitsui Sekiyu Kagaku and the Chiba plant of 
Sumitomo Kagaku were completed. Thus, of the eleven factories of 
the nine ethylene manufacturers, seven were at internationally 
competitive production levels, with production capacity of 100,000 
tons per year per facility. However, foreign competitors such as 
Mobil, Union Carbide, DuPont, and ICI were planning construction of 
large scale plants with capacities of 450,000 to 500,000 tons per 
year.” 


MITI was interested in closing the gap in production capacity between the 
Japanese ethylene manufacturers and their foreign competitors, and in May 
1967 it responded to the liberalisation of capital with a new plan that raised 
the minimum production capacity for new ethylene plants to 300,000 tons 
per year per facility. This plan was based on estimates presented in Table 3. 
The Petrochemical Co-operation Council established guidelines for new 
ethylene production facilities in June 1967.” These stated that production 
capacity should be at least 300,000 tons per year with clear plans for 
production and sale of final products, and that a large part of the raw 
material, naphtha, should be available within the same industrial plant 
complex by pipeline.” Through these guidelines, MITI sought to achieve 
two goals. One was to increase international cost competitiveness through 
economies of scale, reductions in construction costs, increases in the rate of 
return, increases in utilisation rates, and rationalisation. The other was to 
reduce excessive competition by limiting investment targets, and increasing 
concentration. In hindsight, the first goal was achieved, but the exact 
opposite of the second goal took place. 

For the existing ethylene manufacturers, whether they were able to meet 
the 300,000 ton per year standard became a matter of survival. For this 
reason, joint and alternating investment plans were developed, including 
those between Mitsui Sekiyu Kagaku and Nippon Sekiyu Kagaku, between 
Sumitomo Kagaku and Ténen Sekiyu Kagaku, and between Mitsubishi 
Kasei, Asahi Kasei, and Nippon Kôgyô. These developments are significant 
because they involved co-operation across enterprise group boundaries. At 
the same time, Osaka Sekiyu Kagaku, which was formed jointly by Mitsui 
Kagaku, Tôyô Kéatsu, and Kansai Sekiyu Kagaku in February 1965, began 
ethylene production, giving the Mitsui group its second ethylene plant. The 
attempts by the petrochemical industry to meet the new standard went far 
beyond the expectations of MITI. In 1967 when the standard was 
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TABLE 3 
ESTIMATED ETHYLENE PRICE ACCORDING TO PLANT SCALE 


000 Tons per year 
100 200 300 400 
Variable Costs 
Raw Materials 0 0 0 0 
Energy 0 —0.4 —0.8 —0.8 
Subtotal 0 ~0.4 0.8 —0.8 
By-products 0 0 0 0 
Fixed Costs 
Labour 0 0.2 —0.4 —0.4 
Amortisation (plant) 0 -1.5 -2.0 -2.2 
Insurance 0 -0.7 -1.0 -1.1 
Plant Management 0 —0.2 —0.4 -0.5 
Depreciation (technology) 0 —0.2 -0.3 —0.3 
Interest 0 —0.8 -1.1 -1.3 
Subtotal 0 -3.6 -5.2 -5.8 
Total Price 0 4.0 -6.0 66 


Notes: 1. Prices are as of 1967. 
2. Figures given indicate reduction in cost m yen/kg 


Source: Sekiyu Kagaku Kégyd Nyfnenshi, p 44 


established, MITI estimated that three or four companies would be 
approved, but in the event nine plans meeting the standard were approved 
between October 1967 and December 1969 (Table 4). The facilities 
approved in these plans were completed and began production by April 
1972. 

The investment in facilities based on the 300,000 ton per year standard 
brought about significant changes in the petrochemical industry in Japan. 
Lower costs boosted international competitiveness, and as the increase in 
demand lagged behind the rapid rise in production capacity there was 
excessive competition among enterprises in both upstream and downstream 
markets.” 


Phase 3: Reorganisation of the Petrochemicals Industry (1975—1984) 


Having experienced the two oil shocks of 1973 and 1979, the petrochemical 
industry in Japan went into a long-term structural recession. There were 
several reasons which made the recession in this industry considerably 
worse than in other industries. First of all, the petrochemical industries in 
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TABLE 4 
300,000 TON PER YEAR ETHYLENE PRODUCTION PLAN 


Company Name Investment Raw Materials Approval Completion 
Form Source Date Date 

Maruzen Sekiyu Kagaku Individual Maruzen Sekiyu 1967 1969 

Mitsubishi Yuka Individual Kashıma Sekiyu 1968 1971 

Ukashima Sekiyu Kagaku Joint Nippon Sekiyu 1968 1970 

Sumitomo Chiba Kagaku Alternating Téa Nenryô 1968 1970 
Idemitsu Kôsan 

Osaka Sekiyu Kagaku Joint Kansai Sekiyu 1968 1970 
General Sekiyu 

Mizushima Ethylene Joint Nippon Kôgyô 1968 1970 
Mitsubishi Sekiyu 

T6nen Sekiyu Kagaku Altemmating Tôa Nenryô 1969 1972 

Shin Daikyôwa Sekiyu Alternating Daikyô Sekıyu 1969 1972 

Kagaku 

San’ yô Ethylene Jomt Nippon Kôgyô 1969 1972 

Mitsubishi Sekiyu 


Source: Sekiyu Kagaku Kôgyð Sanjûnen no Ayumi, p.63. 


Japan and Europe, which were dependent on naphtha as the primary raw 
material, were more significantly affected by the sharp rise in the price of 
oil than those in the United States and Canada, whose primary raw material 
was domestically produced natural gas.” Secondly, the petrochemical 
industry in Japan was not able to import naphtha freely at international 
market prices, and was limited institutionally to purchasing domestically 
produced naphtha from the petroleum refining industry at higher prices.” 
The price of domestically produced naphtha had always been higher than 
that of imported naphtha, except at the beginning of the oil shocks (see 
Table 5 for details). Thirdly, after the oil shock, the number of countries that 
began development of the petrochemical industry as a national project 
increased; thus, export of petrochemical products became more difficult. 
Finally, because of the large scale investment in facilities expansion in the 
years immediately prior to the oil shock, production capacity was 
excessively large. 

In order to recover from this long term structural recession, the 
petrochemical industry concentrated on reorganisation. This included many 
policies, of which the following three were significant: 1) policies on 
naphtha; 2) encouragement of overseas projects; and 3) disposition of 
excess facilities. These will be considered in turn. 

As can be seen in Table 6, the main reason for the decline in 
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international competitiveness of the Japanese petrochemical industry, 
according to a 1978 survey by MITI, was the high variable costs which 
reflected the relatively high cost of naphtha. Thus, in the late 1970s, the PIA 
increased efforts to allow the purchase of naphtha at international market 
prices. As a result, MITI issued a directive on naphtha for use the 
petrochemical industry in April 1982.” In summary, the directive contained 
the following three points. For domestically produced naphtha, the 
petroleum refining and petrochemical industries were jointly to decide the 
amount to be supplied by the refining industry on a quarterly basis. As for 
imported naphtha, the petrochemical industry would basically be free to 
import its requirements over and above the amount which could be supplied 
by domestic manufacturers. Thirdly, the price of domestically produced 
naphtha would be decided every quarter, based on the national average of 
imported naphtha at CIF (carriage, insurance and freight) prices plus 
expenses, As shown in Table 7, the quantity of naphtha imported greatly 
surpassed the amount produced domestically after this directive became 
effective in 1983, and raw materials problems were considerably eased. 
Since the early 1970s, the Japanese petrochemical industry had begun to 
receive requests for assistance in petrochemicals projects from other nations 
involved in developing domestic production capabilities. In response to 
these requests, the Japanese government took supporting measures in 
finance, tax relief, and insurance, and the industry showed interest from the 
standpoint of securing resources and markets. The PIA, in co-operation with 
MITI, set up an observation team in January 1974. Its study group on 
overseas development of petrochemical industry issued a report in 
September 1976 in an effort to estimate the effects of overseas projects on 
the Japanese petrochemical industry.” As for participation in actual 
projects, a number of enterprise groups were active. For example, the Mitsui 
group established Iran Kagaku Kaihatsu (Iran Chemical Development) in 
December 1971, and Daiichi Kagaku (First Chemical) in November 1973 
for investment in South Korea. The Mitsubishi group played a central role 
in the formation of Saudi Sekiyu Kagaku (Saudi Petrochemicals), in 
January 1979.” On the other hand, Sumitomo Kagaku acted independently 
of the Sumitomo group in its involvement in the development of 
petrochemical facilities in Singapore, signing a contract in January 1975. 
Recession in the petrochemical industry worsened in the early 1980s. 
Thus, the Minister of International Trade and Industry summoned a meeting 
of the Sangy6 K6z6 Shingikai (industry Structures Council) in April 1981 
to discuss policies for the petrochemical industry in the 1980s. The 
chemical industries group of the Sangy6 K6z6 Shingikai issued its final 
report in June 1982, and subsequently formed a subcommittee on the 
petrochemicals industry in July 1982 to consider detailed policy 
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TABLE 7 
NAPHTHA FOR PETROCHEMICAL INDUSTRY USE 
(000 KILOLITRES) 
Year Domestic Import Used for 
Production Petrochemicals 
1958 n.a 0 97 
1959 n.a. 0 377 
1960 na 0 583 
1961 n.a, 0 798 
1962 2,006 0 1,707 
1963 2,875 0 2,525 
1964 4,262 0 3,714 
1965 5,77] 430 5,712 
1966 7,316 973 7,526 
1967 8,685 1,312 8,993 
1968 10,587 2,850 11,616 
1969 14,127 4,387 14,947 
1970 18,159 5,909 18,619 
1971 21,208 4,563 21,365 
1972 22,271 5,423 23,148 
1973 24,251 5,301 24,725 
1974 22,265 6,578 23,624 
1975 18,759 4,117 19,330 
1976 20,422 7,184 21,807 
1977 20,159 7,478 22,334 
1978 19,095 9,419 23,797 
1979 18,852 9,533 23,334 
1980 17,578 7,217 20,040 
1981 14,701 8,168 17,588 
1982 11,417 9,897 17,244 
1983 9,404 14,517 18,904 
1984 9,750 15,069 21,005 
1985 8,748 16,506 20,806 
1986 7,878 18,738 21,497 
1987 7,418 20,537 23,137 
1988 7,536 24,437 25,647 





Note: Figure for 1958 1s for July to December only, 


Source: Sektyu Kagaku Kégyé Sanjinen no Ayumi, p.319 


recommendations. Its report on the reorganisation of the petrochemical 
industry, issued in December 1982, called for drastic measures, including 
the reduction of ethylene production capacity by 36 per cent.“ Further 
reduction of excess capacity in the petrochemical industry began in 1983. 
Under the Tokutei Sangy6 Kaizen Rinji Sochih6 (Act for Temporary 
Measures to Improve Industrial Structure in Specified Industries) 
promulgated in May 1983, the following products were specified as 
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industries targeted for capacity reduction: ethylene, poly-olefin, and vinyl 
chloride resin (June 1983), ethylene oxide (August 1983), and styrene 
(January 1985). For ethylene, poly-olefin, and vinyl chloride resin, 
administrative cartels were formed, and the management of the cartels for 
ethylene and poly-olefin was handled by the PIA. This reduction of capacity 
took place between late March 1985 and late September 1985. As Table 8 
shows, the reduction rate was 32 per cent for ethylene, 21 per cent for poly- 
olefin, 22 per cent for vinyl chloride resin, 16 per cent for ethylene oxide, 
and 19 per cent for styrene monomers. 


TABLE 8 
REDUCTION OF EXCESS CAPACITY IN THE PETROCHEMICAL INDUSTRY 


Ethylene Poly- Viny] Ethylene Styrene 
olefin Chloride Oxide Monomer 
Prior Capacity (A) 6,350 4,130 2,010 740 1,800 
Reduction Target (B) 2,290 900 490 200 470 
Reduction Rate (B/A) 36 22 24 27 26 
Actual Redaction (C) 2,020 850 450 120 340 
Completion Rate (C/B) 88 94 92 61 73 
Remaining Capacity 4,330 3,280 1,560 620 1,460 


Note Units are thousand tons per year for capacity and per cent for rates. 


Source Sektyu Kagaku Kdgyé Sanjiinen no Ayumi, p.160 


M 
FUNCTIONS 


Enterprise Groups 

Traditional studies of enterprise groups have praised the roles played by the 
Mitsui and Mitsubishi groups, respectively, in the formation of Mitsui 
Sekiyu Kagaku and Mitsubishi Yuka in the First Plan for domestic 
production of petrochemicals. These cases were seen as typical examples of 
enterprise group behaviour in which each group tries to bring a full range of 
industrial activities under its influence. Yoshikazu Miyazaki has argued that 
this full complement model, and the financial interlocks within the 
enterprise group, are the main characteristics of the post-war Japanese 
economy.“ However, Mitsubishi Kasei, which was the central actor in the 
establishment of Mitsubishi Yuka, later began to compete against 
Mitsubishi Yuka, and Mitsui Kagaku, the central actor in the establishment 
of Mitsui Sekiyu Kagaku, became a rival of Mitsui Sekiyu Kagaku in the 
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development of Osaka Sekiyu Kagaku. Kazuo Shibagaki has argued that 
these competitive tendencies within the enterprise group were temporary 
phenomena brought about by rapid changes in the Japanese industrial 
structure and by the flexibility of the enterprise group structure, and that 
since the recession of 1965, enterprise groups have strengthened their ties.” 
In reality, however, competition between Mitsubishi Kasei and Mitsubishi 
Yuka, and between Mitsui Sekiyu Kagaku and Mitsui Téatsu Kagaku — the 
former Mitsui Kagaku — became permanent. Furthermore, in the process of 
meeting the 300,000 ton per year production standard, joint ventures which 
cut across ordinary financial arrangements became common. Thus, as far as 
the development of the petrochemical industry in Japan since the later 1960s 
is concerned, the activities of the enterprise groups demonstrate their 
limitations. Arguments that treat enterprise groups as decision-making 
bodies which pursue the full complement model, or in other words, that see 
the enterprise group as primary actors and member enterprises as secondary, 
are consequently problematic. In order to grasp the functions of the 
enterprise group, it is necessary to develop an argument that sees member 
enterprises as primary and enterprise groups as secondary actors. That is, 
when a gap develops between business plans and the organisational capacity 
of the enterprise, the enterprise group plays a role of an intermediary 
organisation that bridges this gap. 

Mitsui Kagaku and Mitsubishi Kasei chose not to enter ethylene 
manufacturing independently during the First Plan for domestic production, 
but did so through the establishment of Mitsui Sekiyu Kagaku and 
Mitsubishi Yuka, respectively, in which other firms from their enterprise 
groups were involved. This decision enabled them to overcome limitations 
in their abilities to bear risks and to obtain funds, as well as to increase their 
negotiating power. Negotiations, in this case, took place mostly with foreign 
enterprises and the government. 

Another reason why they formed these new firms was because the 
government had decided to sell the former military fuel facilities at Iwakuni 
and Yokkaichi only to enterprise groups, rather than individual firms, and 
Mitsui Kagaku and Mitsubishi Kasei considered their facilities essential for 
starting up petrochemical production.” The involvement of the Mitsui and 
Mitsubishi groups in the construction of overseas petrochemicals projects 
can also be seen as a strategy to complement the limitations of individual 
member enterprises in their risk bearing and information gathering abilities. 
On the other hand, when individual enterprises have the organisational 
capacities required to achieve their business plans, the complementary role 
of the enterprise group would not be needed. As noted earlier, Sumitomo 
Kagaku chose not to involve the enterprise group, but rather proceed 
independently in ethylene production, since the planned facility in Niihama 
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was not as complex as other projects, and since privatisation of a former 
military facility was not included in the plan. In the establishment of an 
ethylene production company in Singapore, Sumitomo Kagaku again acted 
without assistance from the Sumitomo group, based on its own information 
which led it to conclude that the venture would be both highly productive 
and possible, given that Singapore was the third largest oil centre after 
Houston and Rotterdam, and that it was possible to obtain naphtha from 
sources such as Esso and Sheil at prices close to those at Rotterdam.” In the 
case of Sumitomo Kagaku, it can be said that the organisational capacity of 
the enterprise had matched its business plans from the beginning. Examples 
of cases in which this balance between organisational capacities and 
business plans developed later include Mitsubishi Kasei and Mitsui Kagaku. 
In these two cases, the enterprises required assistance from their groups 
during the First Plan for domestic production. However, as the potential of 
petroleum industry was recognised by interested parties, these enterprises 
chose to develop their own ethylene production facilities without group 
assistance. Mitsubishi Kasei made this change during the Second Plan for 
domestic production, and Mitsui Kagaku did so as it sought to meet the 
300,000 tons per year standard. 

Thus it can be said that the function of the enterprise group was a 
complementary one, used to bridge the gap between the business plans 
demanded by the market and organisational capacities. In this case, the 
member enterprises acted as decision makers and the enterprise groups were 
followers. From this viewpoint, it is possible to explain both the unity of 
enterprise groups and competition within them in the development process 
of the Japanese petrochemical industry. 


Industry Associations 


The operation of industry associations, which includes cartel organisation, 
is believed to hinder the development of international competitiveness 
because of the negative consequences of monopolisation. Contrary to this 
traditional view, it can be argued that industry associations may also act as 
intermediary organisations that complement the organisational capacities of 
member enterprises, and contribute positively to the improvement of 
competitiveness of the industry. 

Along these lines, my previous research has pointed to two prominent 
characteristics of industry associations which organised cartels in Japan 
prior to World War II.” First, while prior research has focused its attention 
on the competition-limiting functions of the industry association, its 
functions were multi-faceted, including securing labour, purchasing raw 
materials, expanding the market, obtaining funds, and gathering information 
in a co-operative manner. Secondly, its competition limiting functions were 
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only effective during times of recession, which were generally short in 
Japan, and, in many industries, intense competition co-existed with cartel 
organisations. Thus, while it is commonly considered that cartels do not 
have the ability to produce economic efficiency and only bring about the 
negative side-effects of monopoly,” Japanese cartel organisation in fact 
increased the competitiveness of the industries involved. These 
characteristics also fit the PIA in the post-war era. The PIA, in addition to 
its competition limiting function, performed various other functions, such as 
reducing the cost of raw materials, expanding the products market, 
obtaining investment funds, increasing environmental awareness and safety, 
collecting and exchanging information, and public relations.“ 

Of these functions, the most important was the problem of naphtha 
supply, which was the central issue in cost reduction. The Japanese 
petrochemical industry was limited from its inception by the need to obtain 
naphtha through domestic oil refining companies, due to the special foreign 
currency apportionment system. Even though restrictions on the import of 
crude oil were lifted in October 1962, the limitations on naphtha continued 
under the Petroleum Industry Law which was enacted in July 1962. 
Obtaining naphtha from domestic oil refining companies placed severe 
limitations on the development of the petrochemical industry in two ways. 
One was that the amount of naphtha supplied fluctuated, and the other was 
that the purchase price tended to be higher than the international average. 
Especially after the oil shock, the higher price of domestically produced 
naphtha was one of the main causes of decline in the international 
competitiveness of the Japanese petrochemical industry. For these reasons, 
the PIA pushed for unrestricted naphtha imports from early on, and 
intensified its efforts in the latter half of the 1970s. For example, the report 
of the study group on raw materials issued in January 1976 stated that 
“while special governmental assistance for obtaining raw materials is not 
necessary, some institutional limitations peculiar to Japan need to be 
removed in order to maintain international competitiveness’.“ In the end, 
demands for the free importation of naptha were successful, and MITI 
effectively permitted the unrestricted importation of naphtha by the 
petrochemical industry in April 1982. As for the other functions performed 
by the PIA, information gathering needs to be mentioned. PIA played an 
important role in research on overseas petrochemical projects. Thus the 
industry association, like the enterprise groups, complemented the 
organisational capacities of member enterprises in their overseas expansion. 

On the second characteristic of cartel organisations, the PIA, like the 
pre-war cartels, was able to function fully as a competition limiting 
organisation only during times of recession. The Petrochemical Industry 
Co-operation Council, which determined the 300,000 tons per year standard 
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under the guidance of MITI, had amongst its membership the president, the 
vice president, and senior director of the PIA as representatives of the 
industry. Though the Council tried to limit competition through the 
establishment of the 300,000 tons per year standard in reality the effect was 
the exact opposite, and competition intensified. Thus, in the petrochemical 
industry of post-war Japan, during periods of economic expansion, cartel 
organisation co-existed with competition. From these observations, it is 
possible to conclude that to a certain extent, the industry association served 
to increase the industry’s competitiveness. The function of the industry 
association, as in the case of enterprise groups, is to act as an intermediary 
organisation that complements the organisational capacity of individual 
enterprises. 


Government 


The evaluation of the role of government in economic development in post- 
war Japan has been divided between political scientists and Marxist 
economists, who evaluate it positively, and neoclassical economists, whose 
evaluation is negative. The truth is that there are both positive and negative 
aspects. In the case of the petrochemical industry, the most important 
positive role played by the government in economic development was the 
determination of short-term investment goals necessary for the maintenance 
of international competitiveness. This was achieved through the 
establishment of concrete criteria by which development plans were to be 
judged. Typical examples include the requirement to provide products at 
internationally competitive prices from the beginning of domestic 
production in the First Plan, the emphasis on the development of 
comprehensive petrochemical industrial plant complexes in the Second 
Plan, and the reduction of costs through economies of scale in response to 
investment liberalisation in the 300,000 tons per year ethylene production 
plan. Since the government held approval rights for technology transfer 
which was necessary for the development of the industry until restrictions 
on the transfer of petrochemical technologies were lifted completely in 
January 1973, the criteria set by MITI possessed considerable authority. 
Enterprises in the petrochemical industry made investments willingly in 
order to meet these criteria, because not doing so meant not surviving. This, 
in turn, had the effect of rapidly increasing the international competitiveness 
of the Japanese petrochemical industry in the short term. 

However, two points need to be made about the positive role of the 
government. The first is that the criteria adopted by MITI were not 
necessarily created by it, but quite often were adopted from the business 
plans of aggressive enterprises. For example, the beginning of MITI 
involvement in the petrochemical industry, the June 1951 plan for the 
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petroleum-based organic chemical industry, was in support of the business 
plan of Nippon Séda. When the First and the Second Plans for domestic 
production were approved, an investment boom in the petrochemical 
industry had already begun. As for the 300,000 tons per year plan, both 
Mitsubishi Yuka and Mitsubishi Kasei had submitted plans for ethylene 
production at 300,000 per year before the criteria were established, and in 
the West plans for 450,000 to 500,000 tons per year were in place. In 
summary, the reality of development of the petrochemical industry was that 
first, aggressive enterprises submitted plans of a significantly different 
scale, then MITI authorised them in the form of a new standard, and, finally, 
the other enterprises moved toward the same goals using similar strategies.“ 

The second point is that the management of the Japanese petrochemical 
enterprises actively used the tight foreign currency control policies of MITI 
to their advantage in their negotiations with overseas enterprises. For 
example, some Japanese enterprises were able to use MITI’s policies to 
negotiate downward the price of technology transfer. 

Thus the government was able to play a positive role in the development 
of the petrochemicals industry in Japan not because it took sole leadership, 
but rather because the enterprises in the industry gave the government an 
appropriate role to perform. It should also be noted that MITI’s policies 
regarding the petrochemical industry did not always succeed. For instance, 
MITIT’s goal of suppressing excess competition by limiting investment 
targets and increasing concentration failed completely. MITI had hoped 
that, through the Second Plan for domestic production and the 300,000 ton 
per year standard, competition and the number of enterprises would be 
reduced. Instead, these standards caused the number of enterprises to 
increase and competition to intensify, the exact opposite of what was 
intended. This came about because enterprises, in order to survive, invested 
far beyond MITI’s expectations. In other words, MITI had underestimated 
the organisational capacity of petrochemical enterprises. 

From these observations, it can be seen that industrial policy relating to 
the petrochemical industry was successful in some aspects and not in others. 
From the point of view of the government, this mixed evaluation is 
appropriate. However, from the point of view of the enterprises, a more 
consistent explanation is possible. That is, individual Japanese enterprises 
are active in investment activities necessary for their survival, and those 
government policies that are consistent with their behaviour succeed, while 
those that do not, fail. 
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IV 
CONCLUSION 


This article has considered how enterprise groups, industry associations, 
and the government contributed to the improvement of competitiveness and 
growth of individual enterprises, taking the petrochemical industry in post- 
war Japan as an example. Two points can be made in conclusion. The first 
point is that the enterprise groups, industry associations, and the 
government have multi-faceted functions that contribute to enterprise 
growth and competitiveness. In the case of the petrochemical industry, the 
enterprise group enhanced the ability of individual enterprises to bear risk,“ 
obtain funds, negotiate over the terms of their establishment, and to gather 
information and bear risks in their overseas projects. The industry 
association was also effective in reducing raw materials costs and gathering 
information overseas. And the government was effective in spreading the 
investment behaviour necessary to increase international competitiveness 
amongst a majority of the enterprises in the industry in a short period. The 
second point is that the functions of the enterprise groups, industry 
associations and the government only complement the organisational 
capacities of individual enterprises, and that the momentum for enterprise 
growth is within the enterprises themselves. Thus, enterprise groups and 
industry associations function as intermediary organisations that bridge the 
gap between the organisational capacities of individual enterprises and the 
business plans demanded by the market. Furthermore, government 
industrial policies succeed only when they are consistent with the 
investment behaviour of enterprises. 

Finally, one issue that needs to be addressed is why post-war Japanese 
enterprises, which are considered to have relatively strong organisational 
capabilities in international terms, needed the complementary functions of 
enterprise groups, industry associations and the government. One answer 
might be that, for enterprises in a late industrialising nation, the scale of 
investment demanded by the market seemed excessively difficult to meet, 
the number of enterprises in each industry competing against each other was 
large, and most enterprises operated under similar strategies. That is, the 
larger the number of enterprises, the larger the scale of investment, and the 
more similar the strategies, the larger the roles of enterprise groups, industry 
associations and government in complementing and adjusting. 
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Afrikaner Nationalism, Anglo American and 
Iscor: The Formation Of The Highveld Steel 
'& Vanadium Corporation 
1960-70 


BEN FINE and ZAV RUSTOMJEE 
School of Oriental and African Studies, University of London 
Department of Trade and Industry, South Africa 


In his recent article,’ Cross situates the development of the South African 
steel industry during the 1960s within the context of a complex 
configuration of economic and political factors involving the Afrikaner- 
controlled state enterprise (ISCOR), the ‘English’ mining capital Anglo- 
American (and its newly-formed steel company, HS&VC), and the British 
nationalised steel corporation (BSC) which held subsidiaries in South 
Africa. His contribution is greatly to be welcomed for three reasons: first, 
he recognises the need for both conflict and compromise between the 
competing parties of Afrikaner and English mining capital within South 
Africa and foreign capital controlled from outside; second, whilst this is of 
more applicability than to the steel industry alone, he argues that the 
outcome of these compromises and conflicts is different from one sector to 
another; third, he places the developments in the 1960s in the wider 
historical context of the erosion of the hostile divide between Afrikaner and 
English (mining) capital during that decade and subsequently. 

The purpose of this comment is not primarily to shed doubt on Cross’ 
narrative and interpretation.’ Indeed, apart from the third point listed in the 
previous paragraph, which was not germane at that time, we have argued 
elsewhere’ that precisely the same considerations apply to the inter-war 
South African economy. Political and economic disjunctures between 
Afrikaner and English capital were resolved very differently; for example, 
in diamonds (where Anglo-American held the upper hand through its 
control of the international cartel) as opposed to agriculture (where any 
number of supports were made available to Afrikaner farmers at the expense 
either of the Exchequer or higher food prices). Our intent here, then, is to 
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place Cross’ account in a broader context in two closely related ways. The 
first concerns the historical process whereby the divide between Afrikaner 
and English capital was bridged; and the second concerns the implications 
of this for the pattern taken by South Africa’s industrialisation. 

But our starting point is to highlight the extent to which the South 
African economy has been dominated by what we have termed the 
Minerals-Energy Complex, MEC, a set of economic, political and 
institutional linkages at the driving edge of the economy. Whatever the 
balance of political power, the economy has for more than a century been 
increasingly dependent upon mining and energy and on other sectors, 
whether in the public or private domain, that are closely integrated with 
these core primary sectors.‘ Given this, it is almost inevitable that the 
subsequent path of industrial development should have witnessed 
increasing, even if uneven and differentiated, collaboration between the 
state and the private enterprises attached to the MEC, even if this required 
an uneasy political compromise. As observed by Cross, Clark’ and 
ourselves, this also implied that state enterprises, such as ISCOR and 
ESKOM (the electricity utility), could never simply represent national, 
Afrikaner capital. For they depended on English capital, for finance, joint 
ventures, markets and many other aspects essential to their functioning. 

Now, to return to the first of our themes, how is it that the divisions 
between Afrikaner English capital were overcome? We divide the 30 years 
or so from 1948 into three phases.‘ In the 1950s, whilst Cross points to the 
management takeover of ISCOR by Afrikaners from the English, this can 
only have shifted the balance in the former’s favour. We would emphasise 
that this decade witnessed the creation of large-scale Afrikaner financial 
capital (as is recognised by Cross for Sanlam and Volksas). In the 1960s, 
this financial power was employed, in part with English support, to build up 
ownership and control in both mining and industrial capital. A key event, 
also observed by Cross, was Anglo-American’s support for the Afrikaner 
takeover of General Mining. 

By the 1970s, then, diversified, large-scale, Afrikaner capital had been 
created and integrated with English capital. Whilst competitive conflicts 
continued to persist between five or six mining houses, with their parallel 
holdings in industry and finance, these were not ethnic divisions with 
corresponding imbalances in political and economic power. Consequently, 
for the first time, government was able to adopt coherent economic policies, 
albeit on the continuing basis of apartheid. Not surprisingly, with dramatic 
increases in the prices of gold and energy, the state pursued a policy of 
public-sector led investments to promote the MEC. 

But this is to move to a later period than that covered by Cross’ article. 
It does, however, shed light in retrospect on our second theme — the pattern 
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of industrialisation followed by South Africa. The 1960s, and earlier, were 
periods in which coherent industrial policies could not be pursued because 
of the uneasy compromise between economic and political power prior to 
the creation of large-scale, Afrikaner capital and its integration with English 
capital. This entailed a skewed pattern of industrialisation in which 
consumer goods grew under protection and only a stunted diversification 
materialised out of the MEC core sectors.’ This has left an enduring gap in 
domestic capability in many intermediate and capital goods.’ 

In other words, our argument is that one of the costs of the ‘conflictual 
„and collusive relations’ between Afrikaner and English capital was that 
strategic policies for industrial diversification out of the strengths in the 
MEC core sectors was precluded (as well as, thereby, backward integration 
from the protected consumer goods industries). This adds another 
dimension to Cross’ account. His, understandably given that it is derived 
from an economic history of ISCOR, focuses on the commercial difficulties 
confronting a public enterprise attempting to meet political objectives (such 
as the protection of white jobs and the strengthening of Afrikaner capital). 
But, by the same token, the mirror image emerges from Anglo’s 
perspective. As Cross argues, the company was merely seeking to exploit 
the joint products from its mining ventures and, in particular, to enter the 
steel industry on this basis. 

Here, it came up against the necessity of collaborating with ISCOR, 
whether in joint venture or agreement over market shares and specialisms. 
In this context, Cross fully elaborates the constraints and fears to which 
Anglo was subject (including the goals of ‘the Afrikanerisation of our 
country’s economy’ and the proposed action to clip the wings of the 
company). These were hardly conditions conducive to industrial 
diversification, especially in activities already occupied by Afrikaners, let 
alone to the formation of state strategies to diversify on the basis of Anglo’s 
existing strengths. 

Thus, whilst Cross points to the rapid expansion and diversification of 
Anglo’s industrial interests, although these more often involved acquisition 
than new investment, it is more appropriate to see these as taking place 
despite the prevailing political conditions. How much more extensive they 
might have been in the absence of the state’s strategy to develop what 
ultimately turned out to be a complementary fraction of conglomerate 
capital. In the event, Anglo devoted considerable resources to this end, 
whatever its political antagonism to the apartheid government, and 
otherwise diversified abroad rather than leading a strategy for 
industrialisation through diversification within the domestic economy. 

These matters are not merely of academic and historical interest. For the 
South African economy, despite political liberalisation, remains dominated 
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by the same mining conglomerates. Its industrial structure has been frozen 
following a decade or more of stagnation in investment from the early 1980s 
after gold and energy prices had fallen once more. And the strategies of the 
1970s, together with the hand-to-mouth survival in the socioeconomic 
crises of the 1980s, foreclosed for a further 20 years the adoption of 
coherent policies for industrial diversification. Whether alternatives can be 
identified and adopted in the future remains an open question. 


NOTES 
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RICHARD GRASSBY, The English Gentleman in Trade: The Life and Works of Sir 
Dudley North, 1641-91 (Oxford: Clarendon Press, 1994, Pp.xvii + 390. ISBN 0 19 
820439 6, £45.00). 


Dudley North, or Sir Dudley as he became known in 1682, was born in May 1641. As 
the third son of Dudley, 4th Baron North of Kirtling, he was required to earn his own 
living after his family had financed an apprenticeship with a member of the Levant 
Company. Three years in the London counting house and a trip to Russia was followed 
by a spell in Turkey. He returned to London in 1666 but, having borrowed £1,000 from 
his brother to add to his original stock of £400, he went back to the Levant and 
remained there until 1680. By the time he came home he had accumulated a capital 
stock of more than £22,000, mostly during the 1670s. Wholesale trade, both for 
himself and others, lay at the heart of the business, but he also lent money at high rates 
of interest to Turkish customers and dabbled in the Constantinople jewels trade. Sir 
Dudley died at the age of 50 in 1691, but he had crammed a great deal into the final 
decade of his life: the business continued to thrive and expanded into real estate and 
shipowning; he served on the governing bodies of three merchant companies; was 
chosen Sheriff of London in 1682 to serve the Royalist cause, which he continued to 
do thereafter, sat as MP in the short parliament of 1685; was appointed Commissioner 
of the Treasury for a short spell and served for a longer period as Commissioner of 
Customs; married a wealthy widow in 1683 who bore him three sons; and set down 
his ideas on political economy, some of which are published for the first time in this 
volume. Both the profits of office and the financial assets of his wife added 
substantially to his fortune. 

This is business biography at its best, and anyone interested in the minutiae of 
early-modern business practice cannot afford to ignore it. Richard Grassby also tells 
us that he has a much broader aim — to produce an analytical study of the seventeenth- 
century business community. This is eagerly awaited and, no doubt, will have some 
trenchant things to say about business history in general. We get an insight into his 
views in the introduction. He finds much business history - especially when dealing 
with large organisations — conservative and narrow, with many modern studies 
suffering from ‘institutional drag’. He also identifies an annoying tendency to see the 
successful capitalist as hero and saviour. But even this is better than the approach of 
the early economic historians, who were driven by a socialist philosophy and exhibited 
an unremitting hostility toward the profit motive; their modern descendants seem to be 
tarred with the same brush. It is a pity that Richard Grassby has been out of the country 
so long: the sessions of the Economic History Conference are hardly showpieces of 
socialist zeal. In addition to his somewhat out-moded review of past and present 
practice he has some further serious advice for business historians. You should all be 
out there trying to build profitable concerns. Unfortunately many of you ‘have no 
experience of running an enterprise, even at third hand, and have never been exposed 
to the rigours of the market-place’ (p.6). He believes that in order to ‘understand the 
inner workings of business, some practical experience of building and sustaining an 
enterprise 1s valuable. The author has therefore attempted to acquire a first-hand 
knowledge of the process of business by operating in the private sector as well as in 
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an academic environment’ (p.vii). Here we have an ideal theme for a lively business 
history conference. 


University of Hull DONALD WOODWARD 


A.J.G CUMMINGS and T.M. DEVINE (eds.), Industry, Business and Society in 
Scotland since 1700: Essays Presented to John Butt (Edinburgh: John Donald, 1994. 
Pp.xvi + 240. ISBN 0 85976 401 X, £30). 


Professor John Butt has been researching, teaching and writing on aspects of modern 
Scottish history for over 30 years. Starting with his doctoral study of James ‘Paraffin’ 
Young and the Scottish shale-oil industry, Butt has contributed significantly to our 
understanding of Scottish business, industrial and urban history. Particularly well 
known for his work on the textile industry and on Robert Owen, Butt was one of the 
pioneers of the use of industrial archaeology. Butt published his The Industrial 
Archaeology of Scotland in 1967 and, along with Ian Donnachie, produced Industrial 
Archaeology in the British Isles in 1979, This current collection of essays brings 
together a number of Butt’s ex-students (undergraduate and postgraduate) in 
celebration of his role in producing and encouraging work on the history of modem 
Scotland. 

There are 12 essays by different authors arranged under two headings: ‘Industry 
and Business’, and ‘Society’. In Part One there are seven essays, ranging from English 
investment in the eighteenth-century Highlands to electrical supply and electrical 
engineering in the inter-war Scottish economy. Whatley re-examines the performance 
of the Scottish coal industry between 1700 and 1830, and concludes that it was more 
impressive than previously thought and that coal was a critical contributor to the first 
phase of Scottish industrialisation. Cummings looks at attempts by English capitalists 
to exploit Scottish natural resources post Union and why these were conspicuously 
unsuccessful. Donnachie, in what is closest to John Butt’s work and method, shows the 
breadth of contemporary sources commenting upon early Scottish industrialisation. 
Corrins contributes to the debate on ‘entrepreneurial failure’ with a case study of the 
Baird iron masters. This staunchly Conservative family consciously sought entry into 
landed society, but the company remained successful as an industrial enterprise. 

Donnelly looks at the monumental granite manufacturers of Aberdeen. This was 
an industry with little capital requirements and where the financial rewards were not 
great. Ease of entry hastened the industry’s decline, yet the granite manufacturers were 
conspicuously active in local politics. Logan turns the focus away from the heavy 
industries between the wars to look at the altogether healthier electrical industry. 
However, between 1924 and 1930 while the electrical supply industry in Scotland was 
expanding, the electrical engineering industry was in decline and the reasons for this 
include (among others) the link to the heavy industries. Finally, Munn looks at the 
emergence of Edinburgh as a financial centre and its success in seeing off the 
challenge from Glasgow in the nineteenth century. Munn sees the Scottish banks as 
responsive to the needs of industry, and suggests that Edinburgh’s pre-eminence may 
be due to eighteenth-century factors rather than nineteenth. 

In Part Two there are five essays. Clapham examines tenancy change in Angus 
between 1760 and 1850. Nenadic illustrates how the changing concerns of the Scottish 
middle class in the early nineteenth century were reflected in the Scottish novel. 
Covering the same period, Devine examines the interesting response of the Glasgow 
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elite to the human cost of the city’s rapid expansion. Sloan provides a comparative 
analysis of employment opportunities of Irish and Highland migrants to Glasgow in 
the mid-nineteenth century. Murray utilises the evidence collected in 1839 by the 
Royal Commission on Handloom Weavers to detail the structure of handloom weaving 
in the East of Scotland, where the powerloom was adapted significantly later than in 
the West. 

It is obvious that business historians will find Part One of this collection more 
directly useful than Part Two. All of the essays are interesting, though some are more 
successful in engaging with current debates than others. There is no unifying theme to 
the volume, but this can hardly be regarded as a fault since the intention was to 
celebrate John Butt’s wide-ranging interests. As such, the book must be regarded as a 
success, and the reader will find much that is informative about business history and 
modern Scottish history generally. 


University of Stirling JAMES J. SMYTH 


JOHN BECKETT, The Rise and Fall of the Grenvilles: The Dukes of Buckingham and 
Chandos, 1710-1921 (Manchester: Manchester University Press, 1994. Pp.xii + 308, 
illus. ISBN 0 7190 3756 5, £40). 


The fall of the house of Grenville was one of the causes célébres of the mid-nineteenth 
century. The effective bankruptcy of the second Duke of Buckingham and Chandos in 
1847—48, with debts in the region of £1,500,000, attracted great attention. Crowds 
came to view the contents of Stowe House as they were prepared for sale by the 
auctioneers. The press had a field day. Recent historians have also turned their 
attention to this sorry tale of the break-up of a great estate, most notably David Spring 
and FM.L. Thompson. 

The rise of the Grenville family was as remarkable as its fall. It is a story that has 
received much less attention, and John Beckett’s book presents the first detailed 
account of the rise of a gentry family of middling rank to one of the great ducal powers 
in the land in the course of barely one hundred years. The creation of this great estate, 
of about 55,000 acres at its peak, was a serious business. It involved all the traditional 
skills employed by landed families: careful management, prudent investment in land 
to consolidate the estate, and, above all, strategic marriage. There were three important 
marriage alliances, culminating in the marriage of the second Marquess of 
Buckingham to the heiress of the duchy of Chandos. Hand in hand with this went great 
ambition for honour and status. There was continual importuning of prime ministers 
and the king for the award of the Garter, and for advancement in the peerage until the 
dukedom was finally granted in 1822. 

Hardly had this ambition been achieved than things began to fall apart. The first 
duke lived well beyond his means, and in 1833 he was forced to place the 
administration of his estates in the hands of trustees in order to stave off bankruptcy. 
His son and heir, the Marquess of Chandos, wrote then that ‘if it had not been for me 
the duke would have suffered much more than he had done’ (p.170). That was pure 
humbug, for he was busy running up debts of his own, and after he succeeded to the 
dukedom there seemed to be no stopping him until everything came crashing down in 
1847-48. The new Marquess of Chandos had to salvage what he could, leaving him 
when he became third, and last, duke, very much the poor relation amongst ducal 
families. 
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It is easy to see parallels with other forms of business: how one generation can 
rapidly dissipate an inheritance carefully built up by its predecessors. The blurb to the 
book, with a little hyperbole, claims that this was the ‘Maxwell saga of the eighteenth 
and nineteenth centuries’. The second duke was certainly a fraudster and a rogue, and 
the type of rogue that attracts not unsympathetic attention as he provides the 
culmination to this fascinating family story. 

To those of us not brought up on a diet of sociological and econometric analysis 
this book is ‘real’ history. It sets out the story of this family from first to last. It is done 
with consummate skill, easy to read, while at the same time getting to the heart of the 
matters of the Grenvilles. 


University of Reading JONATHAN BROWN 


BW. CLAPP, An Environmental History of Britain since the Industrial Revolution 
(London: Longman, 1994. Pp.xiii + 268; Illus., maps. Hb ISBN 0 582 22627 9, £32; 
Pb ISBN 0 582 22626 0, £18.50). 


“Manchester is encircled, with the exception of a breathing space to the south, by 
spouting factory chimneys. . . . Its fogs leave behind them a black deposit. When the 
sun shines it achieves an unearthly shimmer as though seen through dark glasses’, 
wrote Mary Stocks in her life of Ernest Simon. She described not the Edwardian 
Manchester in which her subject began his campaign for civic improvement including 
smoke control, but the Manchester of the early 1960s, about the time that Dr Clapp left 
it for Exeter noting after he had done so the pallor of the Mancunian complexion as 
compared to the ruddy visaged Devonians of Exeter. 

Such contrasted experience makes him the ideal author of a book chronicling 
important but neglected aspects of Britain’s nineteenth- and twentieth-century 
industrial history. More conventional texts may mention air or water pollution, land 
loss and reclamation, energy saving and recycling, but this book brings them together 
in a short, clear and scholarly discussion. 

Beginning with the most obvious environmental hazards, those of air and water 
pollution, Dr Clapp then goes on to examine land use and misuse, not only by 
rapacious arable systems but also by the disposal of waste under the euphemistic term 
‘land fill’. By contrast, he relates the efforts of bodies like the century-old National 
Trust to preserve something of the ‘green and pleasant land’ through which elderly 
spinsters cycle in the morning mist to church. Increased affluence, leisure time and 
interest in the past have created our heritage industries and a rise in National Trust 
membership from 7,000 in 1936 to 1.5 million by 1987. The same period has seen 
massive growth in the ownership of the motor cars essential for access to the Trust’s 
properties, and thus brought renewed threats to air quality and land resources which 
the nineteenth century attempted to curb. The NT sticker in the Volvo estate contains 
something of the paradox with which Dr Clapp’s book wrestles. 

In its second part, Dr Clapp turns from pollution to questions of resources. He 
examines the history of energy use and conservation, and of recycling and by-product 
industries ranging from the humble rag and bone man, ‘toys and toffee, crockery and 
things of that sort for old rags’, to the complex, capital-intensive processes of utilising 
the by-products of coal gas and alkali manufacture. Despite these attempts to husband 
natural resources, Dr Clapp notes the low status given to them by economists, 
particularly British economists, who, despite the warnings of some of their number 
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like W.S. Jevons, generally treat these resources as a given which show no signs of 
immediate exhaustion, and whose scarcities have in any case always been overcome 
by human ingenuity. In this, if in little else, the economist may be in tune with the 
person in the street. Calls for belt tightening and restriction on growth for the sake of 
future generations whose relation to our own will be tenuous is unlikely, Clapp argues, 
to gain widespread support. Like his ‘first conservationist’, Thomas Robert Malthus, 
Dr Clapp has a realistic if gloomy view of human nature. 

Not that this is another ‘green’ tome, prophesying gloom and doom. In some ways 
an alternative history of British industrialisation, it is full of the solidly researched 
empiricism of the Manchester school of economic history. Clearly written, and 
innocent of scientific jargon, both natural and social, it will provide a good basic text 
not only for students of history, but also for those of geography, ecology, planning, and 
(one would like to hope) business studies. It has its amusing episodes, such as that of 
the letter written in 1868 in water from the River Calder: some fine, original 
illustrations such as that of the slate quarry spoil heap dwarfing workers’ cottages and 
bringing to mind the awful environmental tragedy of Aberfan, and its significant 
episodes, such as that of the great London Fog of 1952 which caused higher excess 
mortality in the capital than did the cholera outbreak of 1866 and brought rapidly in 
its wake the Clean Air Act of 1956. 

Recently, I asked the 93-year-old Sir Robert Thomas, a former Lord Mayor of 
Manchester, what was the most important act of his long and distinguished career in 
the city’s government. ‘Cleaning up the air’, he replied without hesitation and pointing 
as evidence to Waterhouse’s magnificent Whitworth Hall, whose honey coloured stone 
and red tiled roof contrasted sharply with its coal black exterior in the 1960s. ‘Sic 
monumentum requiris, circumspice’ . 


Victoria University of Manchester MICHAEL E. ROSB 


JAMES FOREMAN-PECK and ROBERT MILLWARD, Public and Private 
Ownership of British Industry, 1820-1990 (Oxford: Clarendon Press, 1994. Pp.xviii + 
386. ISBN 0 19 820359 4, £40). 


The core of this book is formed from work previously published by Foreman-Peck and 
Millward, but it is particularly valuable to have it brought together. The focus is on the 
so-called network industries of railways, tramways, telecommunications, gas, water and 
electricity, and this offers an interesting viewpoint from which to judge British 
industrial performance during the period. In broad terms, these industries have 
journeyed from competition to privatisation by way of municipalisation, rationalisation 
and nationalisation. The experience in each case has been eventful, but Foreman-Peck 
and Millward provide ample evidence to support the view that the latest point of arrival 
hardly amounts to the achievement of progress. In this sphere, as in a number of others, 
Mrs Thatcher and her acolytes would truly have done well to have paid closer attention 
to Victorian values. Whilst municipalisation did not entirely solve the problems of 
market failure arising from scale economies and externalities or the difficulties of arm’s 
length regulation, it was a definite advance on what went before it. It simply did not go 
far enough. The problem that remained was ‘the lack of consensus and consultation 
which led to frequent policy changes and contributed to poor business performance’. Of 
particular interest in this respect is that this judgement forms part of a case which goes 
against the revisionist views of those who have attempted to emphasise the strength and 
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flexibility of the pre-First World War economy. 

Certain themes run throughout the study: variations in performance, the pragmatic 
basis of government intervention (with the exception of privatisation) and the 
difficulty of choosing the appropriate instrument for public intervention. International 
comparisons of performance are not favourable to the British industries during the 
period up to the Second World War. So far as the nationalised industries are concerned, 
the picture is different and, as Foreman-Peck and Millward point out, the achievements 
have tended to be ignored. Until the 1970s, productivity growth was substantial and at 
a rate slightly higher than manufacturing industry between 1951 and 1985. Political 
muisjudgements and departmental ineptitude began to exact a heavy toll in the 1970s 
and prepared the ground for the ideology of privatisation a little later. Foreman-Peck 
and Millward indicate the part played by monetarist doctrine with its totem of the 
Public Sector Borrowing Requirement, in the sale of public assets. Ideological 
commitment and practical need were thus neatly combined. 

Economic calculations and speculations are usefully corralled at the ends of 
chapters. There is a good bibliography, though your reviewer prefers footnotes or 
endnotes to references that clutter the text. This is, however, a minor blemish on a 
valuable study which should encourage others to investigate further this important 
field. 


University of Bristol B.W.B. ALFORD 


JOHNSTON BIRCHALL, Co-op: The People’s Business (Manchester: Manchester 
University Press, 1994, Pp.x + 217; illus. Hb ISBN 0 7190 4421 9; Pb ISBN 0 7190 
3861 8, £12.99). 


This book is a celebration of the achievements of 150 years of the Co-operative 
movement, charting its progress from the early beginnings before the Rochdale 
Pioneers, to the current extensive world network of the Intemational Co-operative 
Alliance covering some 700 million members. It ıs a remarkable story of a popular 
movement which has survived the changes in the structure of Britain’s economy and 
which has taken root in a wide range of different countries and different cultures. The 
book examines the origins of the philosophy of consumer co-operation in the 
economic and social context of the early nineteenth century and illustrates how the 
basic principles of the pioneers have sustained the movement and preserved its identity 
as a ‘people’s business’. In Britain the Co-op Society has found it increasingly difficult 
to compete in a retail market dominated by the major multiples. The Society’s strength 
has always been its close association with the local community, re-enforced by the 
payment of dividends to members. As shopping habits have changed it has become 
more and more difficult to preserve these linkages and the Co-op has had to instigate 
major refoms in its methods of operation. Of necessity these developments have 
resulted in the modernisation of the Society. The political, social and cultural aspects 
of the movement have, to an extent, been overshadowed by the new commercialism. 
However, despite the difficulties of sustaining the traditional pattern of trading, the 
author indicates how the principles of co-operation have survived and been given 
renewed significance in the 1990s, in the context of urban community development — 
particularly in the shape of housing co-operatives and community businesses. Changes 
elsewhere in the world have also opened up new opportunities for the development of 
consumer co-operation. New societies have appeared in the former Soviet Union and 
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the countries of Eastern Europe partly in response to the decline of state control and 
partly as a means of managing the transfer of assets from the public to the private 
sector. Co-ops are also of increasing importance in the third world as a means of 
achieving sustainable development in rural economies. These developments illustrate 
that the basic philosophy of co-operation is alive and well and remains as relevant 
today as in mid-nineteenth-century Britain. For many people with limited resources it 
provides a viable alternative route to either free-market capitalism or centralised state 
control, for securing the means of existence and promoting local economic 
development. 

The history of the co-operative movement has clearly already been extensively 
researched and written about. This book does not attempt to add significantly to this 
fund of knowledge through the in-depth analysis of new primary source materials or 
to re-interpret critically the role of co-operation from a specific theoretical perspective. 
Rather, it sets out to tell the story of the movement and to celebrate its achievements 
in a manner that is informative and will no doubt be attractive to a wide audience of 
potential readers. The book is richly illustrated with photographs and diagrams from a 
variety of sources. The former manager of the Library and Information Unit at the Co- 
operative Wholesale Society, Bernard Howcroft, is credited with the picture research. 
The original idea for the book came from the Chief Information Officer of the Co- 
operative Union who managed the project. This may explain why the publication has 
the feel of an ‘in-house’ business history. However, this in no way detracts from the 
value of the book as a review of the subject. It represents a timely reminder of the 
contribution of the Rochdale Pioneers and of the lasting impact of consumer co- 
operation on current economic systems. 


Liverpool John Moores University STEPHEN JACKSON 


HUGH ARMSTRONG CLEGG, A History of British Trade Unions since 1889; Volume 
II, 1934-1951 (Oxford: Oxford University Press, 1994. Pp.ix + 458. ISBN 0 19 
‘820406 X, £55.00). 


Thirty years have passed since Hugh Clegg collaborated with A. Fox and A.F. 
Thompson to produce the first volume of the history of British trade unions. This third 
volume covers only 17 years of that history, but captures critical episodes in what can 
properly be called turbulent times. The unions were naturally anxious to recover some 
of their lost strength and influence in the aftermath of the world slump. Moreover, the 
part they were called upon to play in opposing fascism in the later 1930s, organising 
work and workers for the winning of war and in helping to reconstruct economic and 
social relations in peacetime, are hardly matters of detail. This volume focuses heavily 
on what are perceived to be the greatest achievements of British trade unionism from 
1934 to 1951, and especially its determination to affect the course of legislation and 
national politics in general, not least in forging a relationship with the post-war Labour 
Government that could withstand the expected exploitation by opponents. 

The features common to earlier volumes, the reactions to collective bargaining in 
the principal industrial sectors and trade union structure and organisation for example, 
are discussed dispassionately by an author able to introduce seemingly prosaic and 
very detailed material which neatly reinforce the essential themes underlying his 
chronological approach. Indeed there is no attempt to set the scene in 1933 except to 
point out that ‘there was no sharp turn in the development of British trade-unionism in 
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1934’ (p.1). The years 1889-1911 had brought significant departures with the ‘new 
unionism’ and an unprecedented series of strikes from 1911 marked the beginning of 
a major period of transformation for the organised labour movement. For several years 
before 1933, however, there had been fewer sharp turns in trade union development. 
The principal influence on the unions had been economic depression. The immediate 
task was not to engage in rapid alteration of structure or behaviour, but to build 
steadily on the improvements in employment and earning capacity that slowly began 
to emerge. The war and post-war periods presented the organised labour movement 
with new challenges and opportunities, not least within the nationalised industries and 
in having to cope with the increasing numbers of new members whose skills and 
pattern of workplace industrial relations, to say nothing of their trade union culture, 
demanded a flexible and imaginative response from local and national representatives. 
Clegg demonstrates clearly how far the trade unions recognised the opportunities they 
had in this period to occupy a critical role in British society. It is well known that they 
failed in important respects, in responding only slowly if understandably to the 
demands made upon them to reform collective bargaining from within, to the need to 
co-operate with government over how to manage rising real wages in a period of near- 
full employment, and to adapt more readily to working practices attuned to the needs 
of mass production and intense international competition. But it is Clegg’s 
achievement to demonstrate over a wide industrial canvass and with a judicial blend 
of economic, political and administrative detail that austerity, depression and the 
challenges of the immediate post-war period galvanised the trade union movement to 
an extent sufficient to assuage many of the memories of past failure and containment. 


University of Birmingham W.R. GARSIDE 


PETER } BIRD, Leo: The First Business Computer (Wokingham: Hasler, 1994. 
Pp.272, illus. ISBN 0 9521651 0 4, no price). 


This book relates a particularly fascinating episode in the development of the 
computer industry — the diversification into the manufacture of computers by J. Lyons, 
the teashop, catering and hotel company. The link is not as bizarre as it would first 
appear since, as Bird outlines in the early chapters, Lyons had, through the scale of its 
operations from the late nineteenth century, had to adopt an impressive array of 
information processing systems to deal with millions of daily transactions. The early 
move into electronic computing was in fact in keeping with earlier office 
rationalisations undertaken by Lyons. 

Bird’s book tells two parallel stories. Firstly, one about Lyons itself, its evolution 
in the teashop business, accumulating millions of one farthing profits through a 
growing chain of stylised teashops, and its later diversification into mass catering, 
hotels and tea retailing. Computerisation came after the development of a specialist 
systems research office and trips to America, followed by links with the Cambridge 
EDSAC team. These events and the subsequent building of the first LEO computer, 
based on EDSAC designs, are covered by Bird in impressive detail. The book goes on 
to outline the development of a series of LEO models and their particular uses at 
Lyons. Throughout this narrative it is difficult to find fault with Bird’s very full 
coverage. Details of the computers themselves, storage media, peripheral equipment, 
staff backgrounds and expertise are well documented. Bird also conveys very well the 
atmosphere of early computing — one of trial and error in design and often involving a 
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slow and cumbrous process of running programmes on equipment prone to regular 
failure. Also of interest is the network of users of the early Lyons computers, at a time 
when bureau services were the norm for the few large computer owners. Work 
included MOD ballistics calculations, programmes for the Meteorological Office, and 
re-calculating PAYE tables after the Budget speech, for printing the following day. In 
the later 1950s Lyons was running payroll programmes for many other companies 
including Ford, Kodak, and Tate & Lyle. Among its own programs Lyons ran one to 
control teashop orders — including a ‘weather correction factor’ to automatically adjust 
levels ordered depending on the rain or sunshine. 

The second story within the book is that of Lyons as a manufacturing company, or 
rather as a computer assembly company, since much of the manufacturing work for the 
LEO computers was subcontracted. Leo Computers Ltd was formed in 1954 to 
manufacture, sell, lease and provide services, and was to capitalise on Lyons’ now 
considerable expertise in the field. Bird’s account is again very full, especially 
concerning the architecture of the models, and the staffing and sales of the new 
enterprise - many LEOs were sold abroad, including sales to Czechoslovakia, South 
Africa and Australia. Less satisfactory perhaps is the book’s placing of Leo in the 
context of the evolving computer industry of the 1950s and 1960s — this remains very 
much a book about the internal workings of the company. Bird does give a general 
analysis showing how, in the end, Lyons could not support the high R&D costs 
necessary to remain in the forefront of computer manufacture, especially in the more 
competitive atmosphere of the 1960s, and how the lack of in-house electronics 
expertise provided a telling factor. 

In 1963 Leo was merged with English Electric, and later with Marconi, eventually 
being absorbed into the national champion, ICL, in 1968. Somewhat symbolically 
Lyons switched its own computing operations to IBM equipment in the early 1970s. 
The history of the LEO computers is an integral part of the history of the whole 
industry, showing how, during the early years, entry was open to a wide range of 
enterprises, and, in Lyons’ case, knowledge of systems was perhaps as important as 
technical expertise. As noted above, this is very much a book written from the inside 
(Bird worked in information technology posts at Lyons for many years) and is a 
welcome and scholarly addition to the growing body of literature on the history of 
computing in Britain. 


Business History Unit, LSE RICHARD COOPEY 


FRED WELLINGS, The History of Marley (Cambridge: Woodhead Publishing Ltd, 
1994, Pp.xi + 292; illus. ISBN 1 85573 159 2, no price). 


The origins of the Marley company lie with a small building business started by Owen 
Aisher in 1920 in Kent. When houses became difficult to sell, Aisher and his eldest 
son (also, and sometimes confusingly so, named Owen) began in 1924 to manufacture 
and sell concrete roof tiles. Ten years later, the business had become the largest roofing 
contractor ın the country, run by Owen Aisher, the founder’s son, who was to continue 
in charge until 1982. The company was reconstructed in 1934-35 and floated on the 
Stock Exchange to increase its capital resources and buy out its major shareholder, 
Arthur Blackman, a Hastings businessman and local politician, with whom Aisher was 


at loggerheads. 
During the Second World War, Marley’s production switched to other concrete 
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products including air raid shelters, agricultural buildings and anti-tank blocks. The 
largest wartime contract was for work on Mulberry Harbour. Other concrete products, 
including the Marley garage, were developed in the years after the war and, in the early 
1950s, with the expansion of housebuilding, the concrete tile business boomed again. 
Marley started to manufacture asphalt floor tiles in 1948, following this with the 
introduction of the vinyl tile in the early 1950s and vinyl sheet flooring in 1954. The 
company was attracted by the new plastics technology and pioneered the manufacture 
and use of PVC products in the industry. Its widening product range was sold at home 
and, from 1959, in its own retailing businesses. At the same time it developed overseas 
operations in Europe, Africa, Canada, Australia and New Zealand. 

Expansion brought, by the 1970s, problems in its wake, some from changing 
economic conditions and some necessarily the result of one family, now in the third 
generation of management, controlling and running what had become a very large 
business. Their resolution, too recent to be recounted in detail, has clearly been 
painful, but the factual account of major changes in the last ten years gives some 
indication of the reshaping of the business. 

This 1s a workmanlike account of Marley’s history and a contribution to our 
understanding of a significant sector of British industry. Figures — production and 
finance — are used to advantage in the text but if gathered together in an appendix they 
would have made clearer the trends in the industry and Marley’s performance. I would 
have welcomed an Aisher family tree. 


Oxford Brookes University JUDY SLINN 


H.A.L COCKERELL and EDWIN GREEN, The British Insurance Business: A Guide 
to its History and Records (Sheffield: Sheffield Academic Press, 1994. Pp.xvi + 224; 
illus. ISBN 1 85075 451 9, £8.95). 


This is the second edition of an immensely useful work originally published in 1976 
under a similar title. The first half outlines the history of British insurance and the 
records it has generated. The second provides the results of a survey of insurance 
archives carried out between 1990 and 1992. This has entirely revised and brought up 
to date the survey published 20 years earlier. The product is of extraordinary value to 
those interested in the industry and its records. Many more companies have reported 
their records. Several large insurance groups have appointed archivists since the first 
survey, and important collections have been transferred to record offices. Particulars of 
the archives of 371 insurance companies are provided, including their location and brief 
details of the companies’ histories. Similar information is provided in separate sections 
of 28 marine risk books, 260 insurance agents’ records and the papers of the various co- 
operative institutions that have been so important in insurance over the last 200 years. 

An account of the evolution of insurance is provided that will be helpful for those 
whose main concern is to understand the nature of 1ts records. The purposes to which 
these have been or might be put by historians are discussed. We are directed to the 
work that has been carried out, and to discussions of more complex problems such as 
the interpretation of fire insurance valuations. The one issue only partially faced — and 
few others have been more resolute — is that of how histonans can unlock the 
enormous quantities of data imprisoned in the archives of fire, life and accident 
insurers. Undoubtedly these contain economic and social information of unique value, 
but the scale of the resource restricts access. 
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It is difficult to imagine any other industry for which such a substantial guide to 
records could be produced, even if compilers of such expertise and enthusiasm were 
available. Anyone familiar with insurance will know that this 1s because the historian’s 
debt to its authors stretches far beyond this book. Throughout his long, distinguished 
career as the senior official of the Chartered Insurance Institute and a prolific writer on 
insurance topics, Hugh Cockerell has maintained a passionate but practical devotion 
to insurance history. That so many insurance companies have taken an interest in their 
archives and history is directly attributable to his enthusiasm and hard work both 
personally and through the Insurance History Committee of the CII. Only he could 
have persuaded the industry to support the records survey financially and provide 
information so willingly. The Business Archives Council, of which Edwin Green 1s 
such a stalwart, has also played an important role in the protection of important 
collections of insurance records. The value of insurance archives to social and 
economic historians means that this book will become a permanent reminder of a 
remarkable commitment to the preservation, propagation and exploitation of business 
records. And all for only £8.95! 


Lancaster University OLIVER M. WESTALL 


R. HOWARD BLOCH, God's Plagiarist: Being an Account of the Fabulous Industry 
and Irregular Commerce of the Abbé Migne (Chicago: The University of Chicago 
Press, 1994. Pp.160. ISBN 0 226 05970 7, £19.95). 


It is easy to see why the Abbé Migne seemed to be an attractive subject for a book. 
This eccentric, self-promoting cleric, frequently in trouble with the ecclesiastical 
authorities and an object of interest to the police, owned and ran one of the largest 
publishing and printing houses in mid-nineteenth century France, exclusively devoted 
to the production of a series of texts and commentaries intended to establish beyond 
question the authority of Catholic doctrine. He also ran newspapers — collections of 
articles reprinted from elsewhere — with the same aim of universal coverage and 
religious purpose. His vision was that, armed with complete sets (running to several 
hundred volumes) of the writings of the Greek and Latin Church Fathers, and of the 
most authoritative commentators on those texts, and with newspapers to provide a 
Catholic point of view on every leading issue of the day, every country curé could feel 
confident he had at his disposal the full range of arguments with which to refute the 
attacks of the enemies of the Church. Nor did the curé have to be rich to afford such 
an extensive library. Migne took pride in the cheapness as well as the universality of 
his series, and many elaborate discount schemes were on offer to subscribers. They 
could even pay in part by saying masses. Migne ran a species of bank for masses, so 
that clerics who found, for example, that they could not cope with the number of 
masses for the dead that they were obliged to say could ‘buy in’ masses said by less 
busy priests, while Migne took a cut of the price for making the arrangements. He also 
ran more orthodox savings schemes, urging clergymen to deposit their spare cash with 
him, for an assured rate of interest and the satisfaction of knowing they were 
supporting a great religious enterprise. It was, however, an enterprise built on 
plagiarism, miserable pay for his workmen and editors, and a disregard for the press 
laws forbidding an individual to own more than one paper. 

Bloch is fascinated by the emphasis that the Abbé Migne placed on the scale and 
modernity of his printing and publishing house, and on the statistics he trumpeted in 
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his publicity concerning how many volumes he printed, how low his costs were, how 
fast his presses, how he could produce in minutes texts which had taken a monk in a 
scriptorium years to copy — by what Bloch labels his ‘industrialization of the Fathers’ 
(p.89). He is also fascinated by Migne’s marketing techniques, and his dubious 
methods of publicity, reproducing as objective endorsements of his work puffs he had 
had inserted in the press. But Bloch is not a business historian — he is a Professor of 
French — and this book is not primarily a business history. It is not until the concluding 
chapter that he puts Migne’s enterprises in the context of developments in paper 
production, printing technology, distribution and marketing in France. Although 
earlier in the book on several occasions he compares Migne’s practices with those 
satirized in Balzac’s novel about the world of the Parisian press, /Ilusions Perdues, 
published in 1837 when Migne was at the beginning of his business career, and makes 
references to the advertising techniques of the department store, the Bon Marché, it 1s 
not until the conclusion that Bloch makes it clear that Migne was not orginal in his 
business methods. The real interest of Migne’s enterprise lies in the application of 
some of the sharper business practices of his day to the mass production of learned 
religious texts. It is evidently this paradox, and the Abbé’s extraordinary character, that 
have caught Bloch’s imagination. If at times he shares Migne’s love of lists and 
tendency to repetition to an undesirable degree, he does communicate to the reader his 
relish for this unusual man and the business he created. 


European Humanities Research Centre, University of Warwick CHRISTINE SHAW 


KARL DITT and SIDNEY POLLARD (eds.), Won der Heimarbeit in die Fabrik. 
Industrialisierung und Arbeiterschaft in Leinen- und Baumwollregionen Westeuropas 
wahrend des 18. und 19. Jahrhunderts (Westfalisches Institut fur Regionalgeschichte 
Landschaftsverband Westfalen-Lippe Munsyer, Forschungen zur Regionalgeschichte, 
Band 5) (Paderborn: Ferdinand Schoningh, 1992. Pp.xiii + 508 DM 78.00). 


Pollard’s espousal of a regional development model for understanding the broader 
processes of European industrialisation has redirected the focus of a great deal of 
recent research in this field. This book can be welcomed in this context, as it provides 
a basis for exploring some of the key issues relating to regional development on a 
comparative basis. It offers a detailed analysis of the industrialisation process in the 
linen and cotton industry, as well as an assessment of the impact of technological 
change on the workforce in both sectors. The individual contributions on the linen 
industry, drawing in part on published research, focus on Ulster (Ollerenshaw), 
Belgium (Solar) and Ravensberg (Flugel), whereas the regions of European cotton 
production included in this volume are Lancashire (Rose), eastern Switzerland 
(Tanner) and the Munsterland (Wischermann). Contributions by Collins, Gubin and 
Scholliers, and Mooser, provide an invaluable insight into the impact of 
industrialisation on linen workers in the selected regions. Finally, Walton, Kift, 
Lemmenmeirer and Schuren focus respectively on the standard of living debate in 
relation to Lancashire cotton operatives, the transfer of social and cultural capital from 
domestic craft production to factory industry in Bolton, generational aspects of the 
transition to factory work in eastern Switzerland, and the applicability of the concept 
of ‘self-exploitation’ among the textile workers of the Munsterland and the adjoining 
Dutch region of Twente. The value of this comparative approach is enhanced by a 
conscious attempt to explore common themes and issues, in particular the significance 
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of the role of the state, specifically in relation to tariff policy and support for craft 
weaving, as well as the contribution of entrepreneurial initiative to regional sectoral 
development, and the contribution of other variables, such as raw material availability, 
craft skill, and land inheritance patterns. In both sectors, as Pollard emphasises, certain 
similarities existed, as in relation to state legislation affecting the employment of child 
or female labour, or in terms of the process of technical change. But the individual 
contributions once again reveal the diversity of local or regional development, 
emphasising the need to examine the specific configuration of individual localities and 
regional traditions. 

A number of important conclusions emerge from this volume. Increased 
competition in both linen and cotton production encouraged greater regional 
specialisation, but the nature of government response varied considerably, from 
laissez-faire in Britain and Switzerland, to state regulation of the ‘Legge’ system in 
the Ravensberg linen industry, as a means of ensuring product quality and minimising 
transaction costs. In dealing with the considerable adjustment problems faced by 
handloom weavers, state policy also differed markedly, with official support for the 
retention of craft weaving particularly evident in the case of Flanders. Similarly, a 
comparative analysis of the impact of changing technology on textile workers can only 
be achieved on the basis of examining the opportunity costs of alternative career 
choices, the availability of ‘cushioning’ strategies, and the gender-specific structuring 
of work within the family. But such an approach once again reinforces the need to pay 
particular attention to the specific cultural, economic and social conditions of 
individual localities and regions. 

In a wider context, this volume also highlights some of the problems of pursuing 
comparative research. Although the book concentrates on two important sectors of the 
European textile industry, the pattern of regional development was frequently 
characterised by disparate size, specialisation and growth rates. Moreover, significant 
centres of regional production, such as the Silesian linen industry, are unfortunately 
excluded from the analysis. Specific regions invariably had a different starting point, as 
far as industrialisation was concerned, in terms of export dependency, or the 
organisation of the traditional Verlagssystem, and the tendency of some authors to 
develop a somewhat diffuse agenda further hampers effective comparison. In this 
respect it would have been helpful if a more uniform discussion could have been 
provided in the individual contributions on key issues, such as tariff policy and capital 
supply. However, the volume as a whole reinforces the need to develop further a highly 
focused regional approach to European industrialisation, in order to explain not only the 
dynamic of sectoral growth in specific regions, and the ability of communities to adapt, 
with varying degrees of success, to macro-economic trends, but also the interplay 
between state policy objectives and the longer-term viability of individual localities. 


University of Liverpool W.R. LEE 


WOLFGANG WIMMER, ‘Wir haben fast immer was Neues’: Gesundheitswesen und 
Innovation der Pharma-Industrie in Deutschland, 1880-1935 (Berlin: Duncker & 
Humblot, 1994. Pp.415; ISBN 3 428 08051 3, DM 118). 


This lighthearted title hides a serious and learned doctoral thesis on the process of 
innovation in the German pharmaceutical industry from the 1880s to the beginning of 
the Nazi era. It is based on detailed and painstaking research above all among the 
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archives of three major companies, Bayer, Hoechst and Schering. Although much of 
the resulting study in the form in which it is now presented will be of interest to 
specialists only, there is a great deal in it also to excite the attention of the general 
business historian. 

The industry which is the subject of this study is among the great success stories of 
the past century; it formed a significant part of the drive which propelled Germany from 
a second-rate economy to the leading economic power in Europe in one generation. 
Given its strong scientific base, it is also representative of the modernising and 
innovative aspects of that development. In the beginning, it operated within a triangular 
field, the pharmacists, the industrialists, and the medical profession which was about to 
secure its status as a recognised science, forming its three components. The pharmacists 
were soon, as in Britain, to change from making up their own preparations to selling 
pre-packed, trade-marked and priced goods supplied by the factory. This left the other 
two who in this period leamt to work closely with each other. 

The three firms studied grew exponentially by genuine expansion, not by mergers, 
but for those who wish to learn how to succeed in this kind of business there are no 
easy lessons to be drawn from that growth. Each firm had its own individual strategy. 
Bayer, a company with many interests outside the pharmaceutical field, was the first 
to employ large numbers of scientists, grouping them departmentally. Hoechst, on the 
contrary, was dependent largely on outside experts, at least to the First World War. 
Schering put its money on individual researchers. Each spent more, relatively, on 
research in this field than on other kinds of chemicals, but each in the end depended 
on a small handful of products for much of its turnover, such as Bayer on Aspirin and 
Hoechst on Antipyrin, Pyramidon and Salvarsan. The research and development of 
virtually all the rest of their list were thus wasteful in a commercial sense, though 
naturally one could not predict in advance which were going to be the winners. 

Their environment was highly competitive, nationally and internationally, but in 
typical German fashion there was always a strong tendency to cartelisation. The most 
significant agreement was the ‘Freia’ contract of 1910, in which the contracting parties 
agreed not to market imitations of innovative products of the other members: the ‘Freia’ 
list of products protected in this way thus forms a useful register of the development of 
the German pharmaceutical industry. Bayer and Hoechst were among those who 
formed a loose association in 1916 and came together in IG Farben in 1925, after which 
they tended to divide world markets by geographical region between them. They had 
many interests in common with the other firms ın the industry. Among them were 
limitation on advertising and free samples sent to doctors, the protection of trade marks, 
using the medical profession in advertising campaigns and, in the absence of an official 
State testing department, how to conduct and evaluate clinical and other tests of new 
products. The relationship to University research was another complex issue. 

Success must be sought in the interplay between first-class scientists and good 
businessmen, but the secret of that success still eludes the historian. 


University of Sheffield SIDNEY POLLARD 
GEOFFREY C. BOWKER, Science on the Run: Information Management and 
Industrial Geophysics at Schlumberger, 1920-1940 (Cambridge, MA: MIT Press, 
1994. Pp.viii + 191; dlus. ISBN 0 262 02367 9, £24.75). 


The Paris-based Schlumberger company is a remarkable example of a small family 
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engineering firm which successfully entered the fiercely competitive international oil 
industry in the 1920s to survive and prosper into a multinational enterprise in its own 
right. Bowker’s account of its development is a case study in the history of industrial 
science written from the perspective of social studies of science. 

Bowker argues that Schlumberger created a niche for itself as an independent 
broker through the strategic use of geophysical science and its management of 
measurement and information on and off the world’s oil fields. He begins by building 
up a picture of oil prospecting ın the early twentieth century, with its heavy exploration 
costs, high risks, and large stakes. The firm exploited the tension experienced ın the 
major companies between a desire for secrecy and a pressure for pooling information. 

Schlumberger gained entry to the oil fields, according to Bowker, through 
‘infrastructural work’ (administrative, social, and technical), which in turn facilitated 
and shaped their science. He discusses the various techniques used for surface 
prospecting in France, the United States, the USSR and South America up until 1930. 
Then he details two relatively unsuccessful surface methods which the company 
developed over the next decade. Through constant experimentation it was able to 
transform them into two subsurface measurements which, combined with the firm’s 
expertise in gathering and structuring local information, became a product valued by 
oil companies. Furthermore, Bowker suggests that the scientific work in the field only 
became possible when Schlumberger intervened to co-ordinate social and natural 
space and time around the oil wells. In other words, it created laboratory conditions in 
the field. Thus local and particular knowledge and organisational techniques were the 
key to Schlumberger’s strategic success; a fact not conveyed in the company’s 
scientific rhetoric which emphasised, albeit for good business reasons, the universal 
and abstract nature of its discoveries. In the public sphere of patents, courts of law, and 
publications Schlumberger denied the reality of its infrastructural work. Equally in 
using visual presentations of their subsoil measurements, such as graphs, they did not 
simply mirror nature. By placing these representations in historical context Bowker 
convincingly reveals the social and natural realities they contained, and more generally 
how business strategy and scientific work may interweave in a company. 

This book is historiographically complex. It draws on scholarship regarding such 
areas as industrial research and network industrialisation which have been engaging 
both business historians and historians of technology, although Bowker takes Chandler 
to task for neglecting specialised research and development firms. Then he enters a 
territory more typically occupied by historians and sociologists of science concerned 
with experumental method and the analysis of scientific discourse. After criticising 
theoretically oriented scholars for ignoring science practised outside the laboratory, 
Bowker makes excellent use of Bruno Latour’s concepts of the Janus face of science 
and actor/network theory to elucidate geophysics. On the information side, Bowker 
turns to Michel Callon’s ‘centre for calculation’ to explain how Schlumberger used its 
Paris headquarters to analyse and synthesise data gathered worldwide. This idea holds 
great potential for historians of business information. Bowker has thus managed to 
bridge the gap between science studies and business history. 

It is when Bowker turns to more tangential disciplines, such as gender studies, 
semiotics, and hermeneutics that the account becomes fraught with difficulties. These 
mostly peripheral and underdeveloped asides tend to disrupt the narrative thread and 
may inadvertently alienate his primary audience. Business historians, in particular, 
may feel left out on a limb, when confronted with phrases like ‘a technological 
equivalent of the hermeneutic circle’ (p.33). Without further explanation and a 
reference to the work of Hans Gadamer they may find difficulty in appreciating the 
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utility of this idea and its relevance to the book. 

Whatever few dry wells there may be, Bowker has clearly discovered a deposit of 
‘black gold’ in the archive of the Ecole des Mines in Paris, which he had used in an 
original manner. He offers a challenge to business historians to look at industrial 
research afresh, bearing in mind that traditional science and infrastructural work are 


part and parcel of company strategy. 


University of Reading LISA BUD-FRIERMAN 


LEONID KOSALS, Why Doesn't Russian Industry Work? (London and New York: 
LB.Tauris, 1994. Pp.xiii + 251. ISBN 1 85043 190 6, £39.50). 


This book has rather a misleading title. Its scope stretches well beyond the confines of 
the industrial sector. Kosals looks at innovation in the Russian economy and society as 
a whole. For example, the empirical work underlying the argument includes material 
concerned with the scale and nature of innovation in the agricultural sector; the types 
of innovation covered include administrative and organisation changes as well as the 
introduction of new technology into farming. As is stated in the title of one of the 
chapters, the focus is on the general problems of ‘restructuring the social mechanism 
of innovative processes’ in a country undergoing radical change. Kosals discusses the 
failure of the Soviet Union to innovate and the implications which this has for the 
future in the current period of rapid transformation in all parts of the society. However, 
this latter aspect is dealt with less comprehensively. 

In looking at the problems surrounding innovation in Russia, Kosals picks out 
those factors which have widely been seen as important by European and American 
scholars. Among these are risk avoidance, the absence of meaningful incentives, the 
pressures of the planning system and the inability of the old-style Soviet system to 
provide the flexibility in the provision of inputs which would enable the successful 
widespread development and construction of new machinery and equipment. 

In the current transitional period in Russian academic scholarship, a work such as 
this suffers as a result of the previous lack of integration of Soviet scholarship into the 
wider social science community. In Kosal’s case this is shown in important ways 
which lessen the value of this book. While there is some reference to English language 
material, the author would appear to be unaware of Joseph Berliner’s analysis of the 
influences on innovation in Soviet industry and the discussions about the feasibility of 
‘market socialism’ which were very much a part of debates about the scope for reform 
in the centrally planned economies. 

This book is part of a series of monographs which are translations of the work of 
Russian social scientists and historians. In places, the translation needed to have been 
edited by a native speaker of English who was familiar with social science literature. 
Overall it does not reach the high standard of some of its companion volumes. 
Nevertheless readers interested in the workings of the Russian economy and in the 
process of innovation will find the empirical data of some interest. 


University of Exeter ROBERT LEWIS 
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EDWIN J. PERKINS, American Public Finance and Financial Services, 1700-1815 
(Columbus, Ohio: Ohio State University Press, 1994. Pp.xiii + 433. ISBN 0 8142 
06190, $49.50). 


The development of financial institutions and public debt in the 13 British colonies in 
North America that later formed the United States has attracted a great deal of 
attention from historians. Interest has centred in particular on colonial currencies, the 
political implications of debt management during the Confederate period, and the 
debates generated by the Hamiltonian system and the establishment of the First Bank 
of the United States. Edwin Perkins’ book reviews the latest literature on these and 
other issues, and in the process provides a very useful survey of the growth of the 
financial services sector in the 13 colonies and the new republic. Among other things, 
he highlights the relative stability of colonial currencies after 1750 and the innovative 
role of political agents throughout the period in assisting the growth of financial 
institutions, notably loan offices or land banks before 1775 and incorporated banks in 
the young republic. Furthermore, he demonstrates that the role of politicians in 
promoting these institutional changes had political benefits since such institutions 
contributed revenue to colonial and state treasuries, thereby easing the burden of 
formal taxation in North America before 1815. 

Perkins’ book draws heavily on the work of other historians. Given the emphasis 
in existing literature on the financing of the American Revolution and the 
constitutional questions to which this gave nse, it is not surprising to find, therefore, 
that over three-quarters of the book deals with the period after 1775. The amount of 
space devoted to the post-1775 period perhaps raises some questions about the 
author’s claim that the originality of his study ‘rests on its broad chronological sweep’ 
(p.2). Moreover, by dividing his study into separate sections on the colonial, 
confederate, and early national periods, Perkins sometimes finds it difficult to extricate 
himself from old debates arising from the periodisation of early American financial 
history assumed by previous generations of historians. Nevertheless, his approach to 
the subject does allow him to trace certain continuities in the development of 
American financial practices in the century before 1815. At the same time, it also 
highlights the fact that only after 1783 does one really see the development of a 
functioning capital market and growth of commercial banking and private note issuing 
in North America. In this respect, Perkins reminds us, independence from Britain was 
a critical moment in the evolution of American financial institutions. 

. This book offers both a solid review of recent literature on early American 
financial institutions and a thought-provoking interpretation of the socio-political 
context surrounding their development. Readers of this journal and teachers of early 
American history will undoubtedly profit from using it. 


University of Hull DAVID RICHARDSON 


WILLIAM DEVERELL, Railroad Crossing: Californians and the Railroad, 
1850-1910 (Berkeley, CA: University of California Press, 1994 Pp.xiii + 278: illus. 
ISBN 0 520 082141, $30). 


William Deverell’s study of opposition to the Southern Pacific Railroad in California 
is a well-written and well-researched scholarly monograph. It is concerned with the 
criticism of politicians and the press and with Frank Norris’ best-selling novel of 
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railroad misdeeds, The Octopus: A Story of California (1901). ït is not a study of the 
economic impact of the railway on the state economy or on alternative forms of 
transport, nor is it a social history. It is very much a book for those interested in the 
politics of big business. While many aspects of Deverell’s subject are well known, he 
is effective in bringing out the range and the political potency of opposition to the 
Southern Pacific as an overmighty corporation which blatantly used its resources to 
affect California politics. He also clearly points to the dividing line between 
Progressives, who wished to curb this political role, and radicals, who wished to attack 
the economic and commercial strength of the railroad company. 

Hostility to the power of the Southern Pacific was so wide-ranging that the railroad 
company even urged candidates friendly to it to use anti-railroad rhetoric to enhance 
their chances of election. This even extended to a candidate who ostensibly supported 
railway nationalisation. Hence, Deverell’s conclusion that the victory of an anti- 
railroad Progressive candidate for the governorship of California in 1910 ‘was, given 
the potential alternatives, something that the railroad company could and did find 
palatable’ (p.177). 

The book also gives special attention to the Southern Pacific’s relationship with 
the press, the intense lobbying over the location of a southern California deep harbour 
and the impact of the 1894 Pullman strike in California. The Southern Pacific’s use of 
its huge financial resources to buy press support was of a scale which makes the record 
of the earlier Anti-Corn Law League in Britain seem amateur. As for the well-known 
Pullman strike, Deverell provides an interesting state study and uses the strike as an 
indicator of how low the Southern Pacific was held in the Californian public’s esteem. 


University of Nottingham CHRIS WRIGLEY 


RICHARD K. VIETOR, Contrived Competition: Regulation and Deregulation in 
America (Cambridge, MA and London: Harvard University Press, 1994. Pp.439. 
ISBN 0 674 16962, £27.95/$41.95). 


Contrived Competition examines the massive deregulation in American industry that 
occurred after the late 1970s. But the book’s scope is wider than that. The roots of the 
regulatory system that were so swiftly dismantled in that era lay in the New Deal, 
which legislated for the control of price and entry competition in all of America’s key 
industries. This system, which reached its height under the Kennedy administration, is 
first described and assessed as broadly successful. But it began to break down in the 
late 1960s. Not only was regulation attacked by leading economists (Alfred Kahn), 
consumer lobbyists (Ralph Nader) and politicians (Edward Kennedy), but economic 
and technological forces began to redefine products and market. By 1978 a wave of 
deregulatory legislation had been enacted — reforms which occurred largely under 
President Carter, and not, as is popularly believed, under Reagan — which ensured that 
government was no longer the pre-determinant of market development and structure. 
Instead, in the 1980s, a mixed regime developed with public policy and business 
strategy shaping the market. 

Professor Vietor examines the business response to deregulation by choosing four 
industries — the airlines, natural gas transportation by pipeline, telephones, and 
commercial banking — and then provides a detailed case study from each. The 
companies profiled are American Airlines, El Paso Natural Gas, American Telephone 
& Telegraph (AT&T) and BankAmerica. Deregulation had a galvanic effect on some 
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of these companies. BankAmerica, the nation’s largest bank under regulation, almost 
went under in the new competitive environment, before Sam Armacost and then Tom 
Clausen achieved a remarkable turnaround in the mid-1980s. In the airline industry, 
the cut-throat competition and massive structural adjustments caused by deregulation 
will already be familiar to many readers. At American Airlines, chief executives 
Albert Casey and Bob Crandall drastically restructured the group by cutting costs, 
selling off hotels, investing in computer technology and revising routes. The result was 
that one of the worst performers in the industry became the largest and most profitable. 
For consumers, this seems to have been broadly beneficial, though the fierceness of 
the competitive environment and the poor financial results of other airlines meant that 
this was not a model that recommended itself to other industries. In gas and 
telephones, the advantages of deregulation (or, as Vietor more accurately describes it, 
regulated competition) were less clear cut, and the legislative process was often a 
messy and prolonged exercise. Gas deregulation proved complex, due to political 
interests. El Paso Natural Gas under Travis Petty safeguarded its profitability, but it 
had to adopt both market and political strategies. AT&T under Charies Brown and then 
Robert Allen struggled to come to terms with the divestiture of the company in 1984 
and the more unstable competitive environment produced by deregulation. The home 
market was fragmented and AT&T was hindered globally by regulatory systems. 
Transforming AT&T, by reducing assets and management and targeting the culture to 
customer needs and competition, came slowly and piecemeal and was not complete by 
the 1990s. 

Instead of the popular theoretical models used to explain regulation, which justify 
it in terms of public and private interests, or organisational imperatives, the author 
prefers a historical model of regulatory change. This is heavily weighted towards 
business structure and corporate strategy, and a place is also found for the impact of 
technology, new ideas, political entrepreneurship and regulatory failure. The dominant 
strategy for adjustment to deregulation is found to be full-service differentiation on a 
national or super-regional scale. 

This is an impressive and well-reasoned account, based on archive material and 
field interviews, which uses business history to evaluate the new era of regulated 
competition. Generally, the author finds more to praise than condemn, since he 
believes deregulation offers a way forward from the gridlock caused by the old system, 
which sometimes had unintended consequences, tended to adopt unworkable solutions 
that departed too far from economic and technological realities, and often became 
mired in the legislative and legal process. The present mix of market forces and 
regulation 1s said to hold the promise of dealing with these failings, though it is noted 
that the experience of natural gas, telecommunications and banking has also 
highlighted new economic and social problems. It remains to be seen, therefore, 
whether the new system will work as well or for as long as the old. 


Manchester Metropolitan University GEOFFREY TWEEDALE 
HELEN SHAPIRO, Engines of Growth: The State and Transnational Auto Companies 
in Brazil (Cambridge: Cambridge University Press, 1994. Pp.xi + 267. ISBN 0 521 
41640 X, £35.00). 


The main concern of this book is Brazilian industrial policy. How was it that the 
government of Juscelino Kubitschek came to place development of a motor industry 
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so close to the heart of its economic strategy in the later 1950s? How was policy made 
and executed, and with what consequences? Studies of industrial policy are sometimes 
frustrating for the business historian. Discussion is in terms of entire sectors and their 
representative associations. The firm fails to emerge clearly. Not so in this study, 
where Helen Shapiro has used corporate records (VW and Ford), interviews with 
former managers, and the transcripts of interviews with auto company executives, 
conducted in the 1960s by Mira Wilkins, to make clear the ways in which state policy 
affected individual firms, and the contributions they were able to make to the policy- 
making process, 

The analytical structure of the book is simple. Statist and crude neoclassical views 
both of economic development and of the process of foreign direct investment are 
examined and found wanting. Shapiro then adopts a commendably pragmatic 
empiricism. But the imputation that theories of foreign direct investment have paid 
inadequate attention to the state relies too heavily on early United States literature, 
especially Knickerbocker’s theory of oligopolistic reaction, which, not surprisingly, is 
revealed as an incomplete explanation for the pattern of auto investment in Brazil. It 
turns out that incentive structures did matter. In particular, the complex system of 
exchange regulation and import quotas in Brazil had a decisive effect on the behaviour 
of firms. All this, however, might quite well have been accommodated within the 
broader explanatory frameworks of economists writing more recently, such as John 
Dunning or Mark Casson. 

Detailed consideration is given to three firms: VW, Ford, and Simca. The 
treatment of Ford is especially revealing. It is clear that senior management realised as 
early as 1949, and continued to believe into the later 1950s, that Brazil was likely to 
develop as a mass market for relatively small European-style passenger vehicles. Yet 
when the Brazilians called for investment in full-scale local manufacture by the auto 
firms after 1956, imposing drastic local content rules to ensure compliance, Ford was 
relatively slow to respond and finally opted for a relatively large model, the Custom 
300, on the short-run tactical ground that it could share engines and many other 
components with their existing Brazilian-made trucks. Strategic vision was not enough 
to overcome the ‘sequential nature of the investment process [which] made each 
decision contingent on previous moves’ (p.115). 

The attempt to keep the firm in clear view also extends into the evaluation of policy. 
Here, the linkage and rent distribution effects of the Brazilian motor industry on the 
national economy as a whole are measured against the implicit United States model and 
a serious attempt is made to quantify manufacturing costs, subsidy levels, taxes, and 
profits by firm. Shapiro argues that automobile manufacture had a generally stimulating 
effect on the Brazilian metal processing industry that supplied it. She notes also, 
however, that the government strategy of reserving the automotive components sector 
for Brazilian private capital failed as transnational suppliers moved in and assemblers 
opted for vertical integration to ensure consistent quality and security of supply. 


University of Warwick CHARLES JONES 
RAJESWARY AMPALAVANAR BROWN, Capital and Entrepreneurship in South- 
East Asia (Basingstoke and London: Macmillan, 1994. Pp.xiv + 302; maps. ISBN 0 
333 54565 6, £30). 


This book makes an important contribution to the debate about the development of the 
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economies of South-East Asia by taking a strong institutional line that argues that the 
crucial agents of economic change were capital and entrepreneurship and that, in 
particular, the institutional forms of capital ultimately determined the level of 
development. The book starts with two chapters which provide a neat potted economic 
history of the economies Brown is concerned with (modern-day Burma, Thailand, 
Laos, Cambodia, Vietnam, Malaysia, the Philippines and Indonesia) from the 
fourteenth to the nineteenth century focusing on trade and agriculture and showing that 
the peasantisation of the indigenous populations had started before nineteenth-century 
colonisation with the rising dominance of alien mercantile groups (particularly the 
Chinese); the penultimate chapter is a consideration of the level of industrialisation 
they had achieved by the 1940s (relatively low, with the economies still locked into the 
nineteenth century pattern of exporting commodities and importing manufactures). 

However, the core of the book is a series of case studies in which Brown convincingly 
argues that the economic development of South-East Asia in the period 1870-1940 can 
only be understood by analysing the institutional nature and evolving relative 
importance of Chinese, Indian, European and Japanese capital. 

She attacks the Dependency School for placing too much emphasis on the level of 
foreign capital inflows and the pressures of the international economies and gives 
Chinese capital a more central role. Their local knowledge and financial base in the 
‘revenue farms’ gave the Chinese the ideal platform from which to exploit the growing 
commodity trade in the nineteenth century (acting as intermediaries between 
indigenous producers and Western markets) but from this position they failed to evolve 
into a modern industrial capitalist class in the first half of the twentieth century. Brown 
argues that this failure was internal and institutional in nature because Chinese capital 
was primarily interested in achieving quick and high returns and, unlike Western and 
Japanese capital, was unwilling to make large, long term investments (and thus was 
locked into low level, often labour intensive, technology); and she contrasts the 
weaknesses of the Chinese ‘family enterprise’ with the professionalism of the 
encroaching Western enterprises. Brown also uses the example of the Chettiars to 
argue that Asian capital could compete aggressively and equally with Western capital 
and, by implication, thus condemns Chinese capital for failing to restructure itself in 
the inter-war period more along these lines. 

The book has its weaknesses. It lacks an introductory chapter that identifies the 
problem Brown is addressing, clearly sets out her argument and relates it to the 
existing literature. Some chapters are overloaded with dense tables which are only 
referred to briefly in the text, and some chapters end rather abruptly. Also, for someone 
who believes that ‘institutions matter’, and many of whose arguments have a strong if 
implicit transactions cost flavour, it is surprising that Brown makes no mention of 
Douglas North. But these shortcomings do little to detract from what is an impressive 
attempt to bring together the diverse secondary literature and detailed original research 
and shape them into a coherent and readable whole, focused around a powerful and 
appealing argument. It will be of interest to those concerned with this region but, with 
its carefully detailed assessment of the complexities of form and interaction of 
different capital institutions and their impact on development, it should also appeal to 
a wider constituency encompassing both business historians and those interested in 
economic development in general. 


London School of Economics PETER HOWLETT 
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TOSHIO SUZUKI, Japanese Government Loan Issues on the London Capital Market, 
1870-1913 (London: The Athlone Press, 1994. Pp.xv + 307. ISBN 0485 114461, £45). 


Professor Suzuki’s study of Japanese government borrowings on the London Capital 
Market before the First World War is a welcome addition to the literature in two 
respects. First, from the Japanese perspective, there has been a general undervaluing 
of the role played by foreign capital in Japan’s economic development during the Meiji 
period. To be sure, private foreign capital inflows played a relatively minor role, but 
public borrowings were significant. Since the Japanese government played a notable 
part ın fostering early Japanese industrialisation (even after the Matsukata deflation of 
the 1880s), public loans directly benefited economic development. Moreover, at three 
critical stages, public loans enabled the government to secure economic financial 
stability at a time when large-scale inflation and even national bankruptcy might have 
threatened. These occasions were early loans at the beginning of the 1870s in the wake 
of the Meiji restoration, the loans to support war with China in 1895, and the loans 
associated with the Russo-Japanese War of 1904-5. 

The second significance of the book, and one which is central to the detailed 
research presented, is its examination of the complex workings of the London Capital 
Market. Although it 1s well known that during the four decades before the First World 
War, London became ‘banker to the world’, with large borrowings by numerous 
foreign governments, the detailed functioning of the city institutions involved in the 
process has remained little explored. The case of Japan is particularly interesting, since 
it was at first a little-known, apparently high-risk country, which needed to establish 
itself on London’s market. The way in which this was achieved throws light not only 
on Japan’s case, but on the more general workings of the City. 

To an extent, the lack of research on city institutions in the period covered by this 
study has been due to the reluctance of London’s loan issue banking institutions to 
make their records available to scholars. The situation is now changing, and Professor 
Suzuki has been able to make thorough use of the archives of Barings, the Rothschilds 
(both in London and Paris), Parr’s Bank, and the Hongkong Bank. Japan’s banks have 
been even more reluctant to open their archives to scholars, but the author has 
nevertheless been able to make rare use of the Bank of Japan and Mitsui Bank (as it 
was then called). This dual perspective adds considerably to the value of this 
pioneering work. 

In discussing the detailed loan negotiations and mechanisms of finance, Professor 
Suzuki addresses a number of themes. He asks why Japan was able to borrow on 
relatively favourable terms, and why Japan’s creditworthiness was quickly established 
and maintained. His answers include emphasis on the intelligent use by the Japanese 
government of different financiers and financial centres (including Paris); the role of 
the major Japanese bank, which established close business ties with the eminent 
foreign financiers, through which they placed many loans efficiently on the 
international capital markets at lower costs’; and a full knowledge of the institutional 
functioning of the London capital market. With regard to this latter, the author 
discusses the detailed mechanisms of placing loans, and he is able to demonstrate the 
importance of the hitherto neglected role of stockbrokers in the marketing of loan 
issues. 

The book bears the hallmarks of the doctoral dissertation from which it has sprung 
(the author’s research was conducted at the London School of Economics during the 
1980s). Less than half the text presents the detailed research into Japan’s loan 1ssues 
The remainder includes a most valuable introductory discussion of public borrowings 


BOOK REVIEWS 137 


on the London capital market, various appendices, full notes and sources, and an 
extensive bibliography. 

The volume is well written and presented, and errors are few and far between (an 
obvious printers’ slip occurs on page 53 where the date for the establishment of 
Japan’s Mint is given as 1896 rather than 1876). Professor Suzuki is to be 
congratulated upon producing a most excellently researched and thorough study of an 
important and neglected topic. It adds to the growing literature on the workings of the 
City of London and adds much to our knowledge of London’s central role in the 
burgeoning international economy in the late nineteenth century. 


University of New England MALCOLM FALKUS 


RICHARD J. SAMUELS, ‘Rich Nation, Strong Army’: National Security and the 
Technological Transformation of Japan (Ithaca, NY and London: Cornell University 
Press, 1994. Pp.xiii + 455. ISBN 0 8014 2705 3, £28.95). 


This book is a pleasure to read. It is a well argued, lucid account and explanation of 
Japanese economic success since the Second World War, it is an excellent example of 
how, historically, to tackle questions of technology and technological innovation and 
their relation to economic change; and it provides fascinating insight into the debate 
about the role of national defence in either stimulating or suffocating economic 
activity. 

In terms of detailed content, the book covers the development of Japanese thinking 
on national defence and its relationship with technology and industry since the Meiji 
Restoration. It is organised around a small number of concepts, including ‘techno- 
nationalism’, and the indigenisation, diffusion and nurturing of industrial activity, 
which Samuels uses very effectively to characterise Japanese industrial endeavour. 
From this we learn how, for over a hundred years, belief in and adherence to the 1dea 
of national success and well-being through industrial strength shaped Japan’s approach 
to industry and defence. To achieve industrial independence and strength the Japanese 
worked with determination firstly to understand the technologies of other nations, then 
to develop them beyond the levels of the imported techniques and artefacts, to make 
technological know-how available across industrial sectors, and finally to encourage 
and nurture newly developing sectors. They believed, rightly in Samuels’ view, that 
the industrial and economic might which resulted would guarantee them national 
security without having to focus on that separately. 

In defending his general thesis, Samuels makes extensive use of evidence from 
business history. The aircraft industry is covered in detail in both the pre- and post- 
World War Two periods, with the arms industry receiving close attention in the inter- 
war years. Aircraft manufacturing is used as a convincing example of the Japanese 
approach to industrial development. It is also of course an obvious case of an industry 
in which technological ideas and expertise are deeply embedded, and its centrality for 
national defence makes it an ideal focus for Samuels’ analysis. For the pre-1939 period 
this analysis — like much of the rest of the book — focuses on nurturing, indigenising 
and diffusion, with the first two being more apparent than the third in this industry. 
This works well but it is the account of the post-war period which offers the most to 
business historians. Samuels reconsiders the achievements of the contemporary 
Japanese aircraft industry, arguing that far from being the failure usually portrayed it 
is a small but carefully cultivated sector, with a high degree of technological 
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autonomy, and an area which has acquired and processed knowledge widely applicable 
to other industries. 

As well as providing new insights into a supposed Japanese business failure, 
Samuels has obtained valuable new data on Japanese industry in the 1990s, derived 
from a questionnaire he designed and circulated to leading research managers. Replies 
show how the diffusion of knowledge is facilitated through the movement of 
engineering specialists from one project to another. The book is also full of nuggets of 
information about leading zaibatsu, drawn from an impressive range of sources in both 
English and Japanese. Finally, ‘Rich Nation, Strong Army’ is important because of the 
light it sheds on current policy issues, particularly in the USA. As Samuels 
emphasises, although it is about Japan, the message of the book 1s directed towards the 
United States. By not segregating the military and civilian sectors of their economy the 
Japanese have avoided the pitfalls of having to decide between the two, of having to 
argue the case about the spillover of skills and expertise from one to the other, or of 
having to develop a new industrial strategy relevant to the post-Cold War era. 


Swindon MARI WILLIAMS 


NIGEL, CAMPBELL and FRED BURTON (eds.), Japanese Multinationals: Strategies 
and Management in the Global Kaisha (London: Routledge, 1994. Pp.xiv + 298. ISBN 
0 415 09607 3, £40.00). 


The Introduction (by Nigel Campbell) is the first chapter, in which the objective of the 
collection is set out: to put into perspective the contention that Japanese multinational 
enterprises (MNEs) and the foreign direct investment that they generate are founded 
on a different set of competencies from those of Western MNEs. 

There is a certain ambivalence to this volume, which is evident from its two central 
themes. The first is that Japanese multinational management is highly effective in 
achieving the goals of parent firms, to the detriment even of Western business partners 
— a record that has become an object for admiration by observers in the West. The 
second is that Japanese multinational business is of such recent vintage that its current 
management practices exhibit an immaturity, as compared with Western firms, that is 
incompatible with the demands of global management. 

The second chapter, by Ronald Dore, seeks to expose the roots of this apparent 
contradiction, by arguing that the Japanese capitalist model is substantially different 
from Western capitalism and that the world, ın time, will only have room for one of 
these two variants. The remainder of the large complement of chapters (some of which 
are quite brief) make their contribution by focusing on relatively narrowly-defined 
aspects that fit into this bigger picture. This is in the form of a total of 14 further 
chapters, organised into two parts, seven covering global strategies (Part One) and 
seven on strategies for human resource management and supply relationships (Part 
Two). 

Industrial patterns and trade effects of Japanese FDI (in the UK) are covered by 
Itami and Strange, respectively. Burton and Saelens’ review of the evidence 
substantiates a keynote of this book ~ that the Japanese use of alliances is more 
purposeful than that of Western counterparts. This view ıs corroborated by the 
following chapter, which is a case study of strategic alliances in the semiconductor 
industry. There is an echo of the view that Japanese firms’ investment strategies are 
essentially consonant with (home) national interests — although Burton and Saelens 
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emphasise that this is now a matter for corporate choice rather than, as in the past, a 
result of government regulation. Chapters follow on Japanese R&D centres in the UK 
and on Japanese multidivisional organisation. 

In Part Two, the first three chapters focus on Japanese human resource 
management practices, their distinctiveness and transferability, and on the core- 
periphery dichotomy tn parents’ treatment of Japanese versus foreign employees. ‘The 
last three chapters look at the responses required by Japanese management in the 
globalisation of business, a case study of compensation practices, organisational 
development abroad, and the adoption by certain US car firms of a relationship with 
suppliers based on a hybrid US-Japanese model. 

The frictions generated by Japanese ethnocentrism could indeed be looked upon as 
a sign of immaturity if large established Western MNEs are used as the benchmark. 
However, they could equally be regarded as the price that is paid by host countries or, 
arguably, by Japanese firms in terms of any future backlash. There seems to be 
consensus that Japanese MNEs have a clearer vision of objectives when compared 
with their Western counterparts. Whether this is in some way a result of coming late 
to international business, or inherently Japanese, is a matter for conjecture. 

By the close of the volume the tone is more conciliatory, with the identification of 
some scope for hybridisation through the cross-fertilisation of practices between 
Japanese and Western MNEs. A lot of ground is covered ın the book, which succeeds 
in being both thought provoking and informative. The empirical and comparative 
dimensions to the studies are especially valuable although, clearly, further work in this 
vein is needed to establish still greater objectivity of perspective. 


University of Bath JEREMY CLEGG 


ROBERT C. HSU, The MIT Encyclopaedia of the Japanese Economy (Cambridge, 
MA: MIT Press, 1994, Pp.xxv + 406. ISBN 0 262 08227 6, £39.95). 


This encyclopaedia dictionary defines hundreds of basic concepts and terms from the 
Japanese economy. It consists of a mixture of very short definitions and over 150 
longer essays concerning major subjects. 

The book is extremely useful for anyone with teaching or research interests related 
to the modern Japanese economy, but whose language skills are insufficient to access 
Japanese sources. The essays range widely and include discussions of agricultural and 
industrial policy, individual industries, keiretsu and business groups, management 
practices and the position of women in the labour force. There is much useful 
information on modern corporate Japan — such as the market shares held by major 
companies in different products ~- but also instructive reminders of the social and 
cultural dimensions of Japanese business. For example, there is a revealing entry on 
the continuing employment discrimination against foreign residents, especially 
Koreans, the handicapped, and the over one million social outcasts or burakumin, 
whose ancestors had once worked in ‘dirty’ jobs such as butchers and tanners. 

Two additional features of the book are worthy of note. It contains a great deal of 
statistical information. Although much of this data is accessible in English language 
formats, it is useful to have it gathered conveniently in one place. Even more useful 
are the bibliographical references which accompany the longer essays. These 
references provide an excellent, up to date introduction to the standard academic 
literature, as well as highlighting recent newspaper and journal sources. 
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Altogether, this is a balanced and informative book which deserves a place on the 
bookshelves of those working in this area. MIT Press should consider a cheaper, 
paperback format when the time comes for a revised edition. 


University of Reading GEOFFREY JONES 


LARS ENGWALL and ELVING GUNNARSSON (eds.), Management Studies in an 
Academic Context (Uppsala: Acta Universitas, 1994. Pp.218. ISBN 91 554 32387, no 


price). 


Professors Engwall and Gunnarsson have edited a useful collection of essays dealing 
with the development of management education in Sweden, Norway, Holland, 
Germany, Japan and the USA. It was compiled to celebrate the 250th anniversary of 
the appointment of Anders Berch to a professorship of law and economics at Uppsala 
in 1741. 

Berch is regarded as a pioneer of business studies in modern Europe. He was a 
mercantilist, an enthusiast for population growth, industrial development and plough 
design. But his lectures were given, perhaps unfortunately, not so much to budding 
businessmen as rural clergymen. Berch proved to be a false start since his chair soon 
reverted to be one of law and the revival of business studies in Sweden had to await 
the formation of the Stockholm School of Economics in 1909. This was part of that 
1898-1908 wave when 18 new business schools were created in Europe and the USA. 
Stockholm reflected the American business school emphasis on economics rather than 
German Handelshochschulen traditions. 

The Dutch experience was rather similar to the Swedish in timing. In 1907 the 
Dutch Accountants’ Association was founded to help professionalise that occupation 
and in the same year the Delft Polytechnic (an engineering school of the 1840s) started 
its course in management for accounting. American techniques were adopted, F.W. 
Taylor’s work translated and the splendidly named P. Persant Snoep filmed glass 
blowers in a time and motion study. This highlighted a problem at the heart of these 
business and management studies. The academic could have little credible knowledge 
of the shop floor yet if he retreated to the study his credibility was even less. In the 
Dutch system, as in others, there were two currents of development; on the one hand 
the engineering closely linked to practice and an awareness of the problems of the shop 
floor (p.111) and on the other accountancy linked with economics both business and 
theoretical. Germany, along with the USA, was clearly a major influence on the rest of 
Europe. They developed their Trade High Schools alongside their Technical High 
Schools from the nineteenth century. They evolved their Betribswirtschaftslehre 
(BWL) studies while the Technical High Schools started to combine engineering with 
business administration. The post-war division into East and West bifurcated 
traditions. West Germany espoused BWL as they key to capitalist recovery. The East 
rejected it as undervaluing human values and pursued industrial sociology as 
enthusiastically as the Nazis had discouraged it. 

Professor Locke shows for America how management education rose as the 
management revolution created a profession with whom a body of formal knowledge 
came to be associated. In no other country was there so clear a claim that an elite 
profession of managers needed and possessed special skills and arcane knowledge 
acquired in business schools. Yet since 1970 Locke suggests that there has been a 
decline in the reputation of American management, the social sciences and faith in 
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academic management research. This has brought America closer to England which is 
the country most sceptical of business education. Many of its leading entrepreneurs 
have modest education, yet Locke points out that most of these are not in fields that 
have advanced technology. The technology-based entrepreneur manifestly does need 
higher education but not evidently business education which is more relevant for 
managers then entrepreneurs. These are useful distinctions. 

Most strikingly paradoxical, in the most successful economy surveyed in this 
book, that of Japan, ‘there are virtually no business schools in Japan as yet’ (p.144). 
Japanese managers are the best educated in the world ‘but they have not received much 
academic business instruction’ (p.164). Though it will please readers that business 
history is an obligatory part of business management training (p.143), Japan gives 
higher weight to the historical aspects of business than other countries do. 

The volume well illustrates that different countries have chosen different 
combinations of economics, engineering, statistics, law, economic geography, human 
relations, industrial sociology, psychology and all the rest to create hybrid forms of 
business of management education. Fashions change over time, and between places 
and professors, about emphases within these subjects and the degree of hands-on 
practicality or theoretical academic respectability. There seems no way of evaluating 
what forms of business education are actually more successful than others, nor is it 
clear that these kaleidoscope combinations are better than thorough single subject 
degrees in economics or engineering. One would like to know something of the 
attitudes of business employers to the systems of their different countries. 

These essays are syntheses of secondary materials rather than original pieces of 
research, though by authors who have written more fully elsewhere. They will be 
welcomed for giving an introduction and insights into the development of 
management education systems especially in the less familiar countries of north-west 
continental Europe. 


University of East Anglia, Norwich MICHAEL SANDERSON 


FRANK DOBBIN, Forging Industrial Policy: The United States, Britain and France 
in the Railway Age (Cambridge: Cambridge University Press, 1994, Pp.262 + vii). 
ISBN 0 521 451213, £30). 


The empirical core of this book is a detailed comparative account of the development 
of public policy on railways in the nineteenth century in the USA, France and Britain. 
Frank Dobbin deals in detail with the major dimensions of railway construction and 
operation — planning, finance, technical and managerial co-ordination, and pricing and 
competition — in each of the countries, drawing extensively on both contemporary and 
modern literature. Valuable in itself, what makes the material particularly interesting 
is the way ın which it is deployed to argue a much broader case about how we should 
understand the development of industrial policy. 

The central contention of this broader argument is that the divergent industrial 
policies of the three countries reflected the differences in their political cultures. 
Dobbin is extremely careful to spell out the meaning of this term, perhaps being well 
aware that many business and economic historians are likely to reach for their waste 
paper baskets on hearing the word culture. Political culture here means both the 
characteristic political practices that each country produced and their associated 
meanings, developed in response to the problems in each country of sustaining 
political order. Culture then is not an ethereal geist, but is concretely embodied 1n 
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specific political arrangements, such as the balance between central and local 
government, the size and role of government bureaucracy, the balance between 
legislative and executive power. Theoretically, the work has parallels with the ‘state- 
centred’ school, who emphasise the role of state agencies in shaping public policy, but 
Dobbin is keen to stress the importance of cultural assumptions about political order 
in shaping these agencies. 

From this broad perspective Dobbin is able to develop a highly persuasive account 
of the differences in railway policy in his three chosen countries, arguing that these 
policies can only be understood against the background of their respective political 
cultures. Thus, after early local and state attempts at high levels of government 
involvement in railways, the USA evolved a pro-market policy reflecting the 
fundamental belief that political order required a minimum of government meddling. 
In France, by contrast, centralised government control of railways was seen as a means 
of constructing a national political order as well as encouraging economic growth. 
Finally, in Britain, the government’s role became essentially to protect the small firms 
in the industry (e.g. by encouraging cartels), believing in the key role, not of 
competition, but of continuity in firms’ existence in encouraging growth, based on the 
belief in the rights of individuals against the claims of both government and predatory 
big companies. 

Some queries may be raised about the book’s arguments. For example, the author 
too readily assumes that the undoubted lack of enthusiasm for competition in British 
industrial policy stems from a featherbedding approach, rather than a belief in other 
routes of efficiency (e.g. economies of scale). More generally, whilst the emphasis on 
political culture is often persuasive, as against, for example, the simple notion of 
interest groups often employed in analysis of industrial policy, can the British 
govemments’ concern not to infringe private property rights in the early railway age 
be so completely detached from the landlords’ dominance of Parliament? The crucial 
point 1s surely not to discount the role of interest groups entirely, but to clarify how the 
political culture structures the space in which they operate. 

It would be wrong to end this review on a critical note. The book is a significant 
contribution to the history of industrial policy, combining empirical material and 
theoretical analysis of a high order. It should be of interest to any business or economic 
historian interested in the history of policy, especially those willing to grapple with the 
conceptual issues involved in doing that history properly. 


Brunel University JIM TOMLINSON 


DIRK de WIT, The Shaping of Automation. A Historical Analysis of the Interaction 
between Technology and Organization, 1950-1985 (Hilversum: Verloren, 1994. ISBN 
90 6550 414 1, dfl69). 


In a book initiated by the Committee on the History of Automation ın the Netherlands 
(CHAN), a subcommittee of the Dutch Computer Society (NGI), Dirk de Wit has given 
a historical analysis of interaction between technology and organisation, and the 
shaping and development of automation processes 1950-85. Technology itself is not 
the main focus of the book; rather it is the business environment and the local 
interaction between and within organisations and micro-agents, through which 
technologies become reconciled and dispersed, and which determine the rate and 
direction of technological development and automation processes. The study is applied 
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to the history of computer systems development. It is characteristic in its qualitative 
approach, as it draws upon historical archives at a very detailed level as well as 
interviews from three Dutch large case studies: (i) PTT (Post, Telegraph and Telephone 
— The Dutch Post Office), (ii) PCGD (Postcheque and Clearingservice — a giro institute) 
and (iii) Nillmiy (an insurance company), and their related activities. (In 1993 these 
companies are known respectively as Koninklijke PTT Netherlands nv, Postbank nv 
and Aegon.) All the companies have been long-time users of computer technology. 

De Wit’s study is distinctive in its method of confronting existing theory with 
historical analysis in an interdisciplinary way, and in an ambitious attempt to apply 
evolutionary economics or alternative revolutionary perspectives to business history. 
While searching for a general theoretical understanding of the historical (technological 
and organisational) regularities in the process of change, de Wit concludes that no 
single theory is able to capture and explain the whole process or to make allowance for 
any random historical events. Nevertheless, de Wit succeeds in adding some insights 
into these matters by developing a heuristic framework that helps to show that, over 
different historical periods, various mechanisms were at work. The beginning of the 
automation process was characterised by great uncertainty, with different possible 
paths of development; the computer system was in its exploration phase (learning 
through exploring). While the technological system was taking shape, ongoing 
automation demanded surpassing organisation capabilities (learning through using). 
Finally, decreasing cost and speed but also lock-in features seemed to characterise the 
computer system in full swing. These findings correspond with certain Schumpeterian 
conjectures (exploring technological life cycles with trajectories) which have become 
the subject of renewed attention in economic research. 

De Wit’s approach focuses on the dual role of organisations and technology, 
mutually shaping and being shaped by each other, and the complex way in which the 
automation process is generated and selected. He stresses the importance of 
interrelated social factors (such as the role of individual and group interests, power 
relationships and social choices, as well as organisational strategy and cultural values) 
in shaping the direction of change. Thus, it is misleading to observe the evolution of 
technology and organisations as a pure search for optimal solutions among possible 
choices. History, at the very least, is necessary in order to understand those specific 
conditions which have led along a certain dynamic path and not any other. However, 
it 1s not true that “anything can happen’ and thus economic theory is not unimportant. 

This study supports the view that technological and organisational 
interdependence, along with the dynamic interaction processes implied by cumulative, 
incremental and collective learning, tend to lock technological development as well as 
organisational structure and the behaviour of micro-agents into specific evolutionary 
paths. Specific historical circumstances and random events may create externalities so 
that other or later even superior technological and organisational alternatives will find 
it difficult to become established. Therefore, by analytically putting the past into the 
future, the interaction and pattern of technological and organisational change becomes 
historically path-dependent. Hence, this book does indeed provide evidence that 
history matters for economic theory, but also that theory matters for historical analysis. 
Interested readers should note that other relevant aspects of the fruitful interaction 
between the ‘history of technology and business firm’ and ‘economic theory’ are 
addressed in G. Dosi, R. Giannetti and PA. Toninelli (eds.), Technology and 
Enterprise in a Historical Perspective (Oxford, 1992). 


University of Reading HANNE BIRGITTE ANDERSEN 
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J. SAKUDO and T. SHIBA (eds.), World War II and the Transformation of Business 
Systems (Tokyo: University of Tokyo Press, 1994. Pp.xii + 284. ISBN 0 86008 505 8, 
no price). 


This volume represents the proceedings of the 20th International Conference on 
Business History which took place in Japan on 5-8 January 1993. In addition to the 
conference papers and discussion notes, the book includes valuable overview 
introductory and concluding chapters. 

The conference theme was ‘Business Activity during World War II’, with the 
papers covering topics relating to aspects of manufacturing industry in each of the 
principal belligerent nations, including the Soviet Union. The book thus brings 
together a number of research findings which further our understanding of the 
interaction between war and business development. In particular, it focuses upon the 
four key themes of technology, the management of production, finance and ownership, 
and the relationship between enterprise and government. The methodology adopted by 
each contributor varies so that, for example, Paul Erker’s piece seeks to illustrate the 
limitations of the National Socialist war economy through the use of case studies of 
three companies, while Robert Cuff takes a more sectoral approach in his analysis of 
the growth in output of the American aircraft industry. 

The book provides many fresh insights into the nature of war production and its 
immediate and long-term implications. Thus, Dominique Barjot’s study of French 
business activity under German occupation highlights the independence of many firms 
in developing their own objectives and in resisting subjugation to Nazi controls. 
Similarly, Mark Harrison demonstrates how the wartime expansion of the defence 
industry and the introduction of mass production techniques provided an important 
platform from which the Soviet economy developed after 1945. However, perhaps one 
of the most valuable aspects of the book is the information and analysis which each 
chapter provides for a comparative discussion of war and the evolution of business 
systems. In particular, it is interesting to consider the reasons why hostilities appear to 
have exercised a relatively modest impact upon business development in France and 
Britain compared with the more dynamic experience of Japan and the United States. 

This volume is a highly worthwhile contribution to the growing literature on the 
war economies of the 1939-45 period. Apart from the significance of the local studies, 
the book provides an opportunity for comparative analysis and suggests some generic 
frameworks within which this might be conducted. Perhaps its principal weakness is 
that it fails to draw out fully the significance of cultural differences within which the 
business community operated, though these issues are hinted at by a number of the 
contributors. However, this is a small blemish on what is otherwise a well conceived 
and executed project. 


De Montfort University DAVID THOMS 


MICHAEL DIETRICH, Transaction Cost Economics and Beyond: Towards a New 
Economics of the Firm (London: Routledge, 1994, Pp.xii + 214. Hb ISBN 0415 07155 
0, £40; Pb ISBN 0 415 07156 9, £13.99). 


Over the past 20 years, transaction cost economics has provided economists and 
historians with important new tools with which to analyse the development and 
organisation of business enterprise. In this work Michael Dietrich attempts to refine 
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and broaden the scope of those tools, drawing upon both conventional economic 
theory and the work of management scientists to provide a new and dynamic theory of 
the firm. 

The book is divided into three parts. The first is devoted to a brief outline of 
transaction cost economics from Coase to Williamson, a critique of the current 
paradigm and, based upon that critique, a general framework designed to explain the 
rationale for the existence of firms and the development and adoption of particular 
governance structures. Dietrich’s principal criticism is that the transaction cost 
economics of Williamson and others only really constitutes half a theory, for it 
concentrates merely on the costs of alternative governance structures and not their 
benefits. This is a serious omission, for while the transaction costs of market 
governance may be lower than the costs of intra-firm governance, the benefits might 
also be lower due to the ability of the firm to switch resources from contracting to 
those activities capable of yielding higher net revenues. Transaction cost inefficient 
governance structures may thus prove to be the most profitable, especially in the long 
run when one of the benefits of intra-firm governance might be the ability to 
appropriate quasi-rents. Dietrich argues that the comparative static framework of 
transaction cost economics, which must assume that identical benefits flow from all 
governance structures to avoid tautological reasoning, 1s incapable of handling the 
short and long run dynamics which necessarily influence the choice of appropriate 
structures. In actual fact, Williamson does discuss the benefits as well as the costs of 
different governance structures in his work, albeit in an unsystematic and inexplicit 
way. Dietrich’s contribution is to separate the two (as do Buckley and Casson), and 
provide for a formal analysis of costs and benefits within a dynamic framework. 

In Part 2, Dietrich uses his general framework to analyse the development of the 
firm, vertical integration, diversification, the activity of conglomerates and 
multinationals and some non-standard contracting techniques. The treatment, while 
raising points of interest, is generally unsatisfactory, his chapter dealing with the 
development of the firm revealing a woeful ignorance of economic history. His general 
framework, moreover, seems to add little to the discussion of vertical integration and 
the rest, with the bulk of the material in these chapters representing little more than a 
somewhat incomplete literature review. 

Part 3 is grandly titled ‘A New Economics of the Firm’. Dietrich commences by 
critically examining the conception of the firm as a profit maximising organisation, 
putting Friedman, Machlup, and transaction cost theorists to the sword before 
accepting that the traditional theory of the firm is really a theory of markets. A rather 
more helpful approach, he suggests, is to view the capitalist firm as an organisational 
system that seeks to increase profits in the long run. Behaviouralists, with their 
emphasis on the short-run, rules of thumb, and shifting coalitions are regarded as 
offering too limited and reactive a view. Instead, the firm should be seen as a strategic 
system that is capable of both learning and acting in a proactive way, developing a 
culture that endogenises both the routines and aspirations of its members. Dietrich’s 
argument is buttressed with citations from management theorists and economists with 
a variety of persuasions and he is clearly working hard to bridge the gap between the 
disciplines. Yet what he has to say is hardly novel, the roles of strategy and culture 
have been well debated, and his formulation is more in the nature of a taxonomy than 
a new theory of the firm. 

I began reading this book with considerable enthusiasm, an enthusiasm that had 
substantially waned by the time I got to the rather strange conclusion in which Dietrich 
sought to develop a neo-Schumpeterian schema. One of the problems I found is that 
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Dietrich’s prose style is reminiscent of Williamson rather than Milton or Shakespeare, 
added to which much of the book is closely argued with far too many references as to 
what has gone before or is likely to come later. The arguments, moreover, are often 
cryptically expressed and excessively reliant on a knowledge of the literature. Students 
will not find this an easy read! Nevertheless, Dietrich’s attempt to free transaction cost 
economics from its comparative static shackles is to be welcomed, and business 
historians will be able to dip into this book with profit. 


University of Auckland S.R.H. JONES 


ULRICH JURGENS, THOMAS WALSCH and KNUTH DOHSE, Breaking with 
Taylorism: Changing Forms of Work in the Automobile Industry (Cambridge: 
Cambridge University Press, 1993. Pp.xix + 442; statistics and graphs. ISBN 0 521 
40544 0, £40). 


Written by a team of German scholars, this book investigates how the automobile 
assemblers in America, Britain and Germany tried to move away from traditional 
Fordist to neo-Fordist methods of assembly in the early 1980s. Divided into 12 
chapters, the authors compare and contrast the approaches of three car firms, listed 
simply as A, B and C, each of whom had assembly facilities in all three locations. The 
book opens with a brisk discussion of how the world automobile industry was 
restructuring itself in the 1970s and 1980s, causing Western manufacturers to awaken 
from their sleep of prosperity and to face up to the challenges posed by the oil crises 
of 1973 and 1979, the power of the labour unions and the challenge posed by the 
emergence of Japan as a major world player. Under such circumstances Western 
management had to grapple with new technologies, new forms of work organisation 
as well as reasserting its right to manage. 

Before embarking on their multilevel approach by comparing and contrasting the 
three firms in different settings, a clear outline of how car markets changed in the 
1960s and 1970s and how these affected national car markets is provided as is an 
outline of the rise of Toyota. Much of this is extremely conventional and really adds 
nothing new to our understanding of these subjects. The same is true of subsequent 
discussion of company responses such as world car strategy, strategy for product 
diversification and people related strategies such as Ford’s Employee Involvement 
policy. However, the chapter on industrial relations is rather illuminating in that it 
illustrates clearly the different industrial relations practices in America, Britain and 
Germany and shows that no one of these was the perfect model, with each posing 
different types of tension between unions and employers and how these evoked 
different outcomes, particularly in the treatment and use of skilled and unskilled 
labour. Embedded in the new managerial philosophies was the drive for quality control 

„and job enrichment orientation. Here again the discussion is illuminating. Despite all 
the claims made for policies of employee involvement, self inspection and 
assumptions of responsibility the authors found comparatively little positive evidence 
that micro policies such as job rotation and group work drove out Fordism completely, 
if only because the division of labour, status differentiation and the segmentation of 
the labour market remain; almost a dual system in operation. 

The treatment given to the subject matter is extremely thorough and well worth 
quarrying into for insights into the problems of introducing and managing both new 
technologies and work processes across international boundaries. But the most 
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interesting and penetrative part of the book is the section entitled ‘Models for Future 
Development’. With the near-dissolution of the Taylorist-Fordist system of control, the 
authors contend that there are two routes open to Western manufacturers. One is the 
German model of labour regulation, the other being the Japanese. Somewhat 
surprisingly, the Swedish model is rejected almost out of hand and given extremely 
scant discussion. At the centre of the German model lies the professional approach in 
which the worker accepts responsibility and is prepared to cross task areas of work as 
well as taking a holistic approach to the whole task of car assembly. The Japanese 
approach is considered to consist of more short-line determined job-cycles carried out 
by homogeneous teams. The authors take the view that with the growing emphasis on 
vocational training in Britain the German system would prove more suitable with the 
Japanese more likely to take root in America. One would expect the book to end at this 
point but an additional section, “Outlook for the 1990s’, has been added which updates 
the earlier research which was concluded in 1986. Here the trend towards Japanese 
rather than German systems is discernible in both Europe and America, yet it is likely 
that this will occur most successfully within national contexts in some form of 
acceptable synthesis. 

This is a far from easy book to read. Though packed with detail, a great deal of 
effort has to be put into extracting essential interpretations and analysis. Finally, the 
greatest weakness is that it is a great pity that the English translation did not appear 
much earlier, if only because the state of the art research has moved on so much from 
the mid-i980s that now the English version appears somewhat dated. 


Coventry University TOM DONNELLY 


PIERRE GUILLET de MONTHOUX, The Moral Philosophy of Management, from 
Quesnay to Keynes (Armonk NY: M.E. Sharpe, 1993. Pp.xv + 304. ISBN 156324 
3776, £19). 


The existence of an academic subject named socio-economics was news to me until 
this book arrived, and I feared it might turn out to be economics with the hard bits left 
out, on the pattern of the celebrated gibe about social history. That apprehension was 
not eased by the puff of a fellow-academic which — as so often -- gives away more than 
it intends. The author, we are told, ‘has done the nearly impossible [feat] of almost 
writing a novel about the history of economic ideas’. 

In reality, the present book resembles not so much a novel as a relentlessly cheerful 
and at times whimsical manual on potty-training for anxious parents. The author kicks 
off not with Dr Truby King in one comer and Dr Spock in the other, but by 
announcing, ‘But look! Here come our Physio-crats’, in the persons of ‘two gentlemen 
in wigs from eighteenth-century France, Doctor Quesnay and the Marquis of [actually 
the Comte de] Mirabeau. . . . Let’s sit back comfortably and enjoy their views’. Those 
who traipse in after the bewigged gentlemen are assorted economists from Adam 
Smith, Malthus, J.S. Mill, Walras and Marshall, to Keynes. At one point (pp.217—20), 
the author even begins to address one of his subjects directly; this aggravating practice, 
formerly regarded as a symptom of mental derangement, now appears to be de rigeur 
among trendier modern biographers. 

The author’s technique is to sugar the pill of the tedious analysis by practitioners 
of the dismal science with quite irrelevant human-interest details about these 
economists, most of which we really don’t want to hear. More seriously, he seeks to 
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present their analysis in a literary form, without any help from diagrams that are often 
used to assist comprehension, for example of Quesnay’s tableau économique or 
Keynes’s model for combating unemployment. He has clearly read his texts, but only 
to extract what he needs for his main thesis. That is what he calls ‘the socio-economic 
doctrine on ideal enterprise and good management’ through ‘concrete [presumably he 
means practical, as opposed to abstract] economics’. To him, the enterprise is the only 
element in the economic system that is a bulwark against a national imbalance capable 
of setting off wars and civil disturbances. Such an imbalance springs from the 
existence of two horrors, state fiscalism and corporate capitalism, run by middlemen 
who are after managerial control over concrete (i.e. real) economic resources. 

In these assertions, the author seems to be harking back to a golden age when 
owner and workers jointly and amicably shared the produce of their labours. He 
illustrates this bucolic paradise with a photograph (p.263), which looks as if it has 
wandered in from the Sanitary Engineer, of a drain-pipe with one inlet and two outlets, 
used in a French vineyard; of the newly-pressed grape juice, half flows into the 
owner’s reservoir and half into the barrels of the workers. Enter (as he would put it) 
the middleman, who ‘squeezes in’ and syphons off some of this produce, partly to the 
state and partly to corporations which lack economic democracy and increase 
production without increasing consumption. A brief review can scarcely furnish an 
objective assessment of his reasoning, supported as it is by some dubious economic 
history (such as the Keynesian speculations about Britain’s trading companies having 
got their capital from ‘the pirate’ Sir Francis Drake’s loot) and some ideosyncratic 
readings of dead economists. 

To be sure, we have all been entertained by Adam Smith banging on about the 
iniquities of merchants and by Keynes’s equally scathing remarks about rentiers; yet 
Smith carefully enumerated the circumstances in which the state should properly 
intervene in economic affairs, while Keynes — as the author fails to point out — relied 
on the public sector to fill the gap left by inadequate private investment. Again, 
without the joint-stock system, people would not be able to enjoy the comforts and 
benefits of an advanced society to which the professor of organisation in European 
anarchism is doubtless not averse. 

The author’s remedy for keeping the ‘leaky middleman’ at bay is ‘tight business 
leadership’ which avoids becoming ‘collecting agents’ for the state or creating 
leakages that support idle rentiers. Less impractical are his pleas for worker co- 
operatives. An eloquent final section informs us that, in both these cases, when daily 
production needs are fulfilled, the business can close and its workers can use their free 
time to discuss the good and the beautiful. Alternatively, they can indulge in art and 
love. In short, this book cannot possibly be recommended to business historians: 
having read it, they would desert in droves to socio-economics, which, however zany, 
is clearly far more fun than our own discipline. 


University of Reading T.A.B. CORLEY 
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Abstracts 


Some Early Evidence of Worksharing: Lancashire before 1850, by 
Michael Huberman 


The first generation of enterprises during the industrial revolution had made 
sizeable investments in new machinery and plant, and to amortise these 
fixed costs it is widely believed that firms worked long hours, regardless of 
the state of trade. A detailed study of Lancashire textile firms in 1841 shows 
this picture to be inaccurate. Short-time working was a common response of 
firms, especially large ones, during cyclical downturns in the nineteenth 
century. Firms used collective output cuts as a means to protect the wage 
lists they had negotiated with workers. The lists also promoted and 
preserved the regional basis of the industry. As for workers, they saw short- 
time as a means to protect their jobs and the standard relation between effort 
and pay. Enforced by sanctions on firms that broke output agreements, 
short-time evolved into a rule of thumb in the Lancashire textile industry. 


‘Give My Regards to Uncle Billy’: The Rites and Rituals of Company 
Life at Lever Brothers, c.1900-—1990, by John Griffiths 


This article examines the foundation, transmission, perception and 
transformation of a company culture at Lever Brothers. It argues that the 
framework developed by Alfred D. Chandler, Jr., which emphasises 
strategy, structure, scale and scope as the keys to business success, needs 
supplementing with a study of the ‘softer’ side of company life. By doing 
so, evidently managerial concepts such as ‘corporate culture’, ‘human 
resource management’, ‘team-working’ and ‘communication’ all have 
historic antecedence. The article disputes the impression, given notably by 
Ronald Dore, that it is only Japanese companies that are capable of diffusing 
strong corporate values. 


The Development of the UK Clothing Industry, 1850-1950: Output and 
Productivity Growth, by Andrew Godley 


The clothing industry was one of the most important squrces of employment 
in the UK economy prior to 1914, especially for women. Yet, apart from the 
supposed dominance by sweaters, little is known about it. The article 
considers the long-term development of the industry by providing new 
estimates for industry output and productivity growth over the period. The 
1860s and the 1890s are shown to be the two periods when significantly 


higher gains in efficiency were generated compared to any other period 
before 1948. The 1860s was the decade when sewing machine sales began. 
The 1890s was the decade when sales of sewing machines in the UK 
peaked, as-previously unpublished evidence shows. The article concludes 
that the industry was almost certainly transformed by the introduction of the 
new and improved sewing machine of the 1880s and 1890s. 


Argyll Motors Ltd: A Corporate Post-Mortem, by Sam McKinstry 


This article analyses for the first time the failure of a key motor 
manufacturing company, Argyll Motors Ltd, which by 1906 possessed 
Europe’s largest and most up-to-date vehicle production plan, located at 
Alexandria, near Glasgow. Building upon the recent discovery that the 
company was financially mismanaged, the article goes on to examine its 
marketing policies and practices, its design and production technologies and 
its strategic management decisions. It concludes that the proximate cause of 
the firm’s collapse was financial mismanagement, which, complicated by a 
recession, precipitated liquidation within three years. This conclusion has 
implications for explanations of the early Scottish motor industry’s failure. 


The World’s Largest Industrial Companies of 1912, by Christopher 
Schmitz 


Listings of 100 leading world industrial companies are provided, as far as 
possible on the basis of market capitalisation, which may allow more direct 
comparisons to be drawn than hitherto possible between large-scale 
enterprises in different economies on the eve of the First World War. 
Amongst other things, these confirm the general dominance of United 
States firms at this time, occupying more than half these positions, but they 
also underline the fact that there were numerous British and German 
enterprises which had grown to a scale comparable with that of their 
American counterparts. 


Some Early Evidence of Worksharing: 
Lancashire before 1850 


MICHAEL HUBERMAN 
Université de Montréal/CIRANO 


In hand spinning factories in Manchester in the late 1790s, hours of work 
were variable.’ Hours fluctuated with seasonal demands, the availability of 
raw materials, changes in water levels and other technical vicissitudes, and 
because many workers continued to mix leisure with time on the job and 
observe holidays like ‘Saint Monday’. In many workshops these practices 
persisted until the end of the nineteenth century.” But by 1820 or so, many 
of the same millowners, according to the received wisdom, were enforcing 
a strict 75-hour week in their mechanised factories.’ Hours were becoming 
standardised and fixed and insensitive to the state of demand because with 
larger capital investments adjustments were costly. Including rent, interest 
on machinery, local rates, salaries, and insurance, the fixed costs of running 
a factory were substantial, and there was a preference for multi-shift work. 
The competitive environment of the industrial revolution drove individual 
firms to maximise production in all states. 

Drawing on Factory Inspector Leonard Horner’s survey of the cotton 
textile industry in 1841, this paper challenges the received wisdom.‘ Short- 
hour working during trade declines was widespread, regardless of the skill 
level of workers; and holding type of production constant, it was most 
heavily resorted to by large firms, precisely those enterprises that had made 
significant fixed-capital investments.’ The argument proposed is that hours 
were a source of negotiation between groups of workers and firms, and 
there were good reasons that both sides of the labour market would come to 
some agreement about short-time. 

Choices over hours of work must be considered alongside wage 
negotiations. By the second quarter of the century, groups of firms and 
workers in Lancashire had negotiated wage lists that stipulated prices paid 
for spinning different counts of yarn. Whether at the mill or regional level, 
the wage lists were intended to put an end to lengthy and costly stoppages 
in production and attempts by spinners to restrict output. But there was no 
mechanism in place to preserve the method of pay from individual firms and 
workers who wanted to break the lists. Indeed there were built-in pressures 
to undercut rivals. Collective short-time working was a commitment to 


Business History, Vol.37, No.4 (1995), pp.1-26 
PUBLISHED BY FRANK CASS, LONDON 


2 BUSINESS HISTORY 


preserve the lists, or, put differently, it served as a self-regulating 
mechanism, removing from firms and workers the incentive to cheat on the 
wage lists they themselves had negotiated. 

Worksharing rules appear to have taken hold in regions in which 
population movements had subsided and firms and workers had established 
long-term and continuous relationships. In these communities workers and 
firms could better monitor and enforce rules governing short-time. It was 
less likely that rules would be enforced in fast growing regions that 
exhibited a high turnover of workers and firms. Yet even among these latter 
communities short-time became enshrined by the end of the century.° 
Worksharing in Lancashire thus had the effect of promoting and preserving 
the regional diversity of the industry, which, as Mass and Lazonick showed 
in a previous article in this journal, contributed in no small measure to the 
industry’s international success.’ 

These findings have wider implications. Consider the classic cartel in 
which firms collude to earn monopoly rents. The cartel raises prices but the 
arrangement is unstable because individual members of the cartel have the 
incentive to undercut rivals and increase market share. Among other 
assumptions, this approach generally holds that labour markets are 
competitive. But consider the case where firms pay workers a non-market 
clearing wage, that is a situation where labour markets are non-competitive. 
Under these circumstances firms may be able to commit to cutting back 
production for reasons that have nothing to do with earning monopoly rents, 
and in the process may form organisations that lack the prisoners’ dilemma 
that dooms classic cartels.* Unlike classic cartels these associations may be 
stable. 

Section two of this article reviews the evidence on short-time before 
1850 and evaluates the claims of the secondary literature. Using Homer’s 
survey of 1841, section three investigates in detail the pattern of full- and 
part-time operating. Section four offers an explanation why groups of firms 
cut hours instead of laying off workers; section five describes how both 
parties enforced these agreements. 


H 
WORKSHARING: THE EVIDENCE FOR LANCASHIRE 


Evidence on short-time practices in the first cotton textile factories is 
fragmentary. Many firms in both urban and rural sites operated both 
workshops and factories, and the available sources on hours do not often 
distinguish between the two. In the countryside, rural mills frequently 
resorted to short-time when water levels were low, a practice that was 
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clearly independent of the state of demand; and in workshops that had 
limited investments in fixed capital hours of work were directly related to 
business activity. By the early 1820s, at least in the spinning sector 
concentrated in the urban centres, factories which had previously operated 
at less than full capacity were filling up with machinery. Although the exact 
proportion is uncertain, firms continued to report short-time working during 
the downturns of 1825-26 and 1829-33.° At McConnel & Kennedy, the 
leading Manchester fine cotton spinner, the firm’s policy in the late 1820s 
was to reduce hours in the hope that ‘demand will shortly occasion better 
trade’. It is difficult to ascertain, however, whether these firms combined 
short-time with layoffs or whether they used short-time exclusively, and if 
the incidence of short-time was greater at small than at large firms. 

The organisation of the industry took on its well-known features during 
the second quarter of the century. The hub of its activity had shifted from 
the countryside to towns and the vast majority of firms operated steam 
engines almost exclusively by the early 1840s. Spinning was concentrated 
in the south and weaving in the north; towns and districts specialised as 
well, for instance, Bolton in fine yarns and Oldham in coarse. A further sign 
of maturity was that technical and organisational change crossed sectors. 
Before 1825 or so there was great expansion in the fine-spinning sector, but 
in the 1830s coarse spinning and integrated concerns (which mainly spun 
coarse yarn) invested heavily in self-actors and power looms, and in new 
plant using the designs pioneered by Fairbairn." The new optimal size of 
firm was larger and required more fixed capital and workers. For the 
industry as a whole, according to Blaug’s estimates, the capital labour ratio 
more than doubled between 1834 and 1856.” 

R.C.O. Matthews provides the most detailed assessment of capacity 
utilisation in the period.” To Matthews, the marginal cost curve of the 
representative firm of the period was —! shaped. The horizontal portion of 
the curve represented the entry of firms and the gradual filling up of empty 
factory space. Two such periods were identified, between 1824 and 1833, 
and between 1834 and 1840." With a completed factory a firm in normal 
times operated on the vertical stretch of its cost curve. Demand would have 
had to fall considerably, onto the horizontal stretch of the cost curve or 
below it, before there would be any contraction in output or short-time, but 
these occasions he argued were rare. ‘Despite the fall in prices’, he wrote 
concerning events in 1833, ‘most mills continued in full work’. Matthews 
did recognise that short-time was not restricted to periods of demand 
failures. In order to contain the rapid rise of cotton prices that was often 
inflated by the activity of speculators, groups of firms colluded to limit 
purchases and restrict output. In 1839 manufacturers took the ‘concerted 
step’ to checkmate the American speculator Nicholas Biddle — ‘in short, a 
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monopsonistic restriction of output’. But 1839 was ‘exceptional’, Matthews 
conceded, because ‘in normal times the advantages to be gained by 
concerted output restriction on the part of spinners were not sufficient to 
overcome the various obstacles in the way; the demand for finished goods 
and the supply of raw material to the industry were both too elastic’.’® 

Horner’s 1841 survey of the cotton textile district provides the most 
detailed study of factory utilisation for the first half of the century. The 
survey was nearly exhaustive, covering 1,164 spinning and weaving mills 
in all regions of Lancashire. Having its origins in the expansion of the 
industry in the mid-1830s, the 1841—42 recession was deep.” But, despite 
the decline in demand, Horner found that 76.20 per cent of firms worked 
full-time (69 hours per week), 11.85 per cent had stopped, and only 11.94 
per cent worked short-time. Horner’s own analysis of the results was based 
on his estimates of the representative firm’s fixed costs." At a firm 
employing 230 workers, for each hour cut from the normal work week of 69 
hours unit costs would have increased by 1.3 per cent. After reviewing 
similar evidence for other mills which he believed to be representative of 
the industry, Horner concluded unambiguously that during a trade decline a 
“‘mill-owner working full-time may be a loser, [but] a mill-owner working 
short-time must be a loser’.”® 

Based on Horner’s thorough knowledge of the industry, the secondary 
literature has often cited his study to defend the position that short-time was 
uncommon.” Thus, in his review of Horner’s 1841 findings, Matthews 
remarked that the ‘under-employment resulting from short-time working 
was probably not very great’.™ Lee was more cautious. He recognised that 
‘by 1841-2 short-time working was prevalent in the industry’, but at the 
same time he repeated the arguments of millowners and factory 
commissioners, concluding that short-hour practices were uneconomical, 
and hence uncommon. Production maximisation helped to spread fixed 
costs over as large a volume of output as possible. “The maximisation of 
production and also of productive capacity represented the appropriate 
business strategy for most firms’.” An extension of this line of reasoning is 
that larger firms had a greater incentive than their smaller rivals to work 
full-time because of fixed capital and labour requirements. 

Lee and Matthews did not examine how labour supply considerations 
affected hours of work. Implicit is the belief — a view that was extremely 
widespread among economic and social historians from the 1950s to the 
1960s — that the new factories were able to attract the labour supply they 
wanted and provide the necessary discipline to work regular and long hours 
in order to ensure steady utilisation of capital.“ Thus E.P. Thompson, in his 
classic statement, wrote that with ‘the division of labour; the supervision of 
labour; fines; bells and clocks; money incentives; preachings and 
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schoolings; the supression of fairs and sport — new labour habits were 
formed, and a new time discipline was imposed’ .* Workers in this view had 
little bargaining power.” There is a regional dimension to this argument. 
Because cotton textile towns were in close proximity, competitive forces 
alone would have ensured that wages and working conditions, including 
hours, would not have varied greatly across regions. 

Having said this, the use of measures like incentives does suggest that 
some factories had to pay a premium, a wage above the market clearing 
level, to ensure an available supply of qualified workers. Some of these 
factories would have also invested in the training of their workers, a quasi- 
fixed cost, and in these circumstances there may have been an incentive to 
hoard labour and reduce turnover costs.* An implication is that short-time 
would have been more prevalent in fine than in coarse cotton spinning 
because of its greater demand for skilled labour, and that short-time may 
have been combined with layoffs. Firms would use short-time as a means to 
keep highly prized workers and to lay off the less qualified. 

In sum, the received view maintains that the growing mechanisation of 
the industry and the concomitant rise in fixed capital compelled firms to 
operate their factories at full-time in all states of demand. Given the 
available supply of labour firms could dictate hours of work at will. There 
would have been little variation between regions. Short-time practising in 
the factories of Lancashire was restricted either to smaller firms that had 
made limited investments or to those firms employing skilled labour and 
wanting to hoard specific types of labour. 


Til 
HORNER’S 1841 SURVEY REVISITED 


The findings reported by Horner for 1841 have been taken at face value. An 
exception is Gatrell’s detailed study of the report, but he was mainly 
interested in the survival of small and medium-sized enterprises, and only 
indirectly in hours of operation.” Because of its weight in the literature, this 
section revisits the 1841 report. 

Recall that Horner found that 76.20 per cent of firms worked full-time 
(69 hours per week), 11.85 per cent had stopped completely, and only 11.94 
per cent were on short-time. But the category of full-time reported by 
Horner includes firms operating at 69 hours throughout 1841, and-firms that 
on the date of the inspectors’ visit, sometime between September and 
December 1841, operated at 69 hours yet had worked short-time in some 
earlier period. Including these firms, represented by ‘Other’ in the tables 
under the short-time category, reveals that about 30 per cent of firms were 
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on short hours sometime in 1841 (Table 1).” By this accounting, short-time 
of some type was five times as great as complete closures (permanent 
layoffs). Many short-time firms reported working 48-hour weeks; the 
average duration was about five-and-a-half weeks; the median, four weeks.’ 
The addition of the unreported firms also affects the sectional impact of 
short-time. Whereas 19 and 13 per cent of weaving and integrated 
establishments reported short-time at the time of visit only, including other 
firms alters these figures to 30 and 35 per cent. 


TABLE | 
1841 SURVEY RESULTS BY OPERATION 
By size By type 
Operation All firms <J50 150-300 >300 C F WW 
Full-time 526 342 lil 73 257 56 157 56 
Machinery 51 26 9 16 ZL. 2, HU l 
Ciosed 62 45 12 5 37 1 17 8 
Short-tume 115 67 2i 27 39 18 4 17 
at Visit 
Other 163 84 4l 38 74 8 7 ili 
Total 917 564 194 159 428 85 312 92 


Notes: C = Firms spinning yarn Jess than No.60. 
F =Finns spinning yarn greater than No.60 and firms spmming both fine and coarse yarm 
SW = Firms spinning and weaving all counts. 
W = Finns weaving only. 


Source: P.P. 1842, XXII, Reports of the Inspectors of Factories. 


Although the vast majority of firms would appear to still have worked 
full-time, the problems with the timing of the survey are compounded 
because economic activity varied between sectors and between the months 
of the survey. Horner himself noted this problem in his introduction to the 
survey: 


There is probably an alteration in the circumstances facing mills that 
in that time [i.e. the period between the date of the survey and the 
survey’s compilation] some that were working full-time at that period 
of the visit may now be working short-time, and in other mills the 
reverse may be the case.” 


According to Burn’s statistics on the state of trade, the weekly average of 
cotton bought by the industry fell dramatically during the second quarter of 
1841 compared to previous years, but recovered to normal levels during the 
last quarter.” It was customary for cotton stocks to be spun quickly into yarn 
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and the drop in cotton consumption from March to May would have 
translated into a slowdown in production throughout the summer months 
and probably into October as well. Newspaper reports and trade circulars 
confirm this pattern of activity.” Horner observed for the period ending in 
September ‘that the trade is in a state of extreme depression and without 
distinct prospect of improvement’.” The trade news also reported that 
coarse spinning and integrated sectors were the hardest hit by the 
downturn.” Still, there were signs of improvement in the latter part of the 
year signalled by an increase in demand for coarse yam in Germany. To 
meet the demand in November and December firms purchased about 
135,000 bales of raw cotton, the largest amount for any two-month period 
in 1841.™ 

To check whether or not there was interaction in capacity utilisation 
rates between sectors and the timing of the survey, the returns are broken 
down by month in Table 2. About 55 per cent of all firms and 60 per cent of 
coarse spinning concerns were surveyed in November and December when 
trade was showing a slight improvement. As expected, Table 3 reveals that 
a majority of coarse spinning firms reported full-time work in the last two 
months of 1841, but there were also 56 firms that reported working short- 
time in the past, most likely in the third quarter. If these firms are counted 
in the short-time category for September and October, then about 42 per 
cent ((18 +22 + 56/171 + 56) x 100%) of all coarse-spinning firms and 45 
per cent of integrated concerns worked short-time in the two-month period. 
The respective figure in fine spinning was 34 per cent. 

In conjunction with the date of visit, when broken down by size of firm 
the survey challenges the view that the burden of fixed capital compelled a 
greater proportion of larger firms to work at full capacity in all states of 
demand. The survey returns reveal that only 26 per cent of small firms (less 
than 150 workers) worked short hours when visited or at some time in the 
past, but for middle (150 to 300 workers), and large firms (over 300), the 
corresponding figures were 32 and 40 per cent. These figures underestimate 
the proportion of short-time firms because of the interaction between size 
and the date of the survey. The vast majority of middle-sized and large firms 
were visited in the last two months of 1841 (Tables 2 and 3). Again, as 
expected, few firms worked short-time during the months that gave some 
hope of trade recovery. But when large firms that were visited in the last two 
months of 1841 and which reported short-time in the past are included in the 
September and October totals, then about 53 per cent ((18 + 11 + 20)/(73 + 
20) x 100%) of concerns in the two-month period worked short-time. The 
corresponding figure for middle-sized firms was 47 per cent. 

Table 4 reports the interaction among the type of production, the date of 
survey, and the size of firm for selected sectors.» Only 35 per cent of 
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integrated concerns reported some short-time working. However, if large 
(over 300 workers) integrated concerns that reported short-time in the past 
when surveyed in the last two months of 1841 are included in the September 
and October totals, about 55 per cent of large concerns worked some short- 
time in the period. The corresponding figure for middle-sized coarse- 
spinning firms is 48 per cent. 

The relation between size and short-time when broken down by region 
in Table 5 is more ambiguous. In areas where large firms dominated, like 
Bolton, Ashton, and Blackburn, the percentage of firms on short-time 
exceeded the average for Lancashire. Again contrary to the view expressed 
by Lee and others, in areas where small firms dominated, as in Oldham and 
Rochdale, the opposite generally held. However, the relation between size 
and short hours was not found everywhere. In Whalley, which in the 1840s 
specialised in coarse yarn, the average size of firms was about that found in 
Oldham, but the percentage of firms on short-time was almost identical to 
the figure for Bolton. On the other hand, Bury had a significant proportion 
of middle-sized firms and the proportion of firms on short-time was equal 
to Oldham’s. 





TABLE 5 
SIZE OF FIRMS, POPULATION GROWTH AND SHORT-TIME WORKING IN LANCASHIRE TOWNS 
Average Firms on Population growth 
size of firms short-time (%)* 1821-1841* 
Rochdale 105.1 32.5 1.610 
Oidham 1158 26.7 1.966 
Whalley 118 I 35.5 1,740 
Bury 162.2 26 3 1.909 
Bolton 2175 35.7 1.582 
Ashton 243 9 36.6 1 782 
Manchester 263.6 27.0 1 868 
Blackburn 281 4 42.5 1.605 
Preston‘ 286 8 17.8 2 105 


Notes. * Measured as firms working short-time or recorded some short-time in 1841. 
* Ratio of 1841 to 1821 population. 
° Includes firms in the region around Preston. 


Sources. Size of firms — Sykes, ‘Working class Consciousness’, p 168 Short-ime — P.P. 1842, 
XXII. Population growth — Joyce, Work Society, p.104, except for Ashton which was 
calculated from Calhoun, Question of Struggle, p.188 and P.P 1843, XXII, p.145. 


Homer’s survey did not capture the depth of the depression. The 
recovery expected in November and December 1841 never materialised, 
and to avoid building up stocks of yarn short-time was resorted to again in 
the early months of 1842. At this juncture the Manchester Chamber of 
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Commerce advocated that firms work 20 to 30 per cent less than full 
capacity.“ By March, however, many mills had stopped completely and the 
ensuing downturn, characterised by Hobsbawm as ‘almost certainly the 
worst of the century’, has with good reason become an landmark.” 
Recovery was not under way until early 1843. 

The corrected results reveal the sensitivity of the 1841 survey to the date 
of the inspectors’ visit, the size of firms, the sector of production, and 
location. If more firms were visited in the first two months then the survey 
would have shown a higher proportion of short-time firms, in some cases 
exceeding 50 per cent of the total number of firms studied. Because of the 
greater number of large firms working short-time, this resulted in an even 
higher proportion of workers being laid off. In sum, once corrected, 
Horner’s survey suggests that the stylised facts of hours of work during the 
industrial revolution need to be reconsidered. Short-time was not restricted 
to sectors like fine spinning that employed more skilled labour; it was most 
common at large firms, regardless of skill levels and type of production; 
finally, short-time had a regional dimension, adjusting for skill levels and 
firm size. 


IV 
SHORT-TIME: AN EXPLANATION 


As early as 1813, Bolton employers began using a wage list that stipulated 
prices paid for spinning.” Although little is known about the origins of this 
list, later lists in the fine-spinning sectors of Bolton (1823) and Manchester 
(1829) were based on similar principles. As late as mid-century, the 
important processes in spinning and weaving had not been fully mechanised 
and, as their testimony before parliamentary commissions attests, workers 
had the ability to control how much effort they gave on the job.” On the 
common mule, spinners determined the number of times the mule carriage 
was backed off, and on the new self-actors, despite the intentions of its 
builders, they manually controlled the winding process. In weaving, until 
the inventions of Kenworthy and Bullough in the 1840s, higher running 
speeds led to excessive breakage of the threads and required frequent 
stoppages to change shuttles. If the weaver lapsed only momentarily there 
was considerable lost time in filling the gaps in the cloth. With their control 
of effort and output, workers could impose significant damage costs on their 
employers if threatened with new technologies or piece rate cuts. For 
example, when fine spinners introduced longer spinning mules in the 1820s 
this was met by work stoppages and restriction of output. The variance of 
output was large. In one mill output per spindle after correcting for count 
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spun and the size of machinery fluctuated by as much as 30 per cent from 
week to week.® 

In Manchester and Bolton in the 1820s fine-spinning firms tried to 
confront spinners’ contro] and introduce lower prices for spinning. The 
ensuing disputes were long and costly, and in order to mitigate future losses 
employers as a group agreed to pay spinners a standard piece rate for 
spinning different counts of yarn on spinning mules of varying sizes. In 
medium and coarse spinning and weaving areas, regional lists developed 
much later, and as in other centres they took hold after costly disputes. In 
Preston a spinning list was introduced after the conflict of 1853—54 and in 
Oldham after a series of strikes in the early 1870s.“ But even in these coarse 
spinning regions groups of mills were already experimenting with lists by 
1841. 

The actual makeup of the lists is beyond the scope of this paper; what is 
important is that once in place the lists were difficult to adjust. The piece 
rates were set by a bargaining process that assured spinners of a fair or 
standard rate of earnings in relation to the effort they gave. The standard rate 
showed remarkably little variability either with the state of trade or with 
changes in demand. To borrow from economics, wage rates failed to clear 
the market. Although later in the century the lists would be adjusted upward 
or downward according to the state of trade, often by five or ten per cent, 
the makeup of the list itself was left intact. Although the lists ‘have not 
succeeded in removing all probability of dispute between employer and 
employed’, they have, according to the first history of this method of pay, 


introduced uniformity into the payment of wages in the cotton trade, 
caused wages to be payable on definite and known principles, adjusted 
the wages of different classes of spinners, and defined strictly the 
duties of the operative; but they do not make wages vary either with 
the varying cost of the raw material or the varying prices realized for 
the finished product. The standard, in other words, implies a given 
condition of trade.“ 


The early lists were not permanent. The 1841—42 recession was severe 
and it tested firms’ commitment to the bargain they had struck with their 
workers, whether they were paying by regional lists or mill lists only. Faced 
by a decline in demand individual firms had the choice of maintaining rates 
of pay, or undercutting rivals and cheating on the lists by working full time 
and paying a lower standard. To uphold the lists, therefore, the industry as 
a whole had to cut output as opposed to rates of pay. The options available 
were: shutting down completely, layoffs, or short-time. Shutting down 
completely was an option for small and less established firms, while larger 
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and more permanent firms could have opted for some combination of 
layoffs and and hour cuts. There were good reasons why firms struck 
worksharing arrangements and used layoffs only as a last resort. 

Workers demanded short-time as a means to preserve their jobs in the 
absence of alternative sources of income and assistance during economic 
crises. As such worksharing needs to be considered in the context of 
changes in the life-cycle of workers and their families that were part of the 
industrialisation process itself. In the putting-out stage, households, and 
neither employers nor merchants, provided both short- and long-term 
assistance. Because the workload was gradually shifted from older to 
younger generations, there was a built-in mechanism insuring smooth 
income and consumption streams for the entire household. But in the early 
factory period, reciprocity arrangements between generations broke down. 
Comparing the family in the putting-out stage and under the factory regime, 
a contemporary observed in 1849 that its ‘cohesive powers’ were 
diminished and the interests of individual wage earners became stronger 
than the interests of the family as a whole, so that ‘the factory system tends 
to a speedier recurring break-up, and a speedier recurring formation of 
families’. In his reassessment of this issue using a sample from the 1851 
census for Preston, Anderson found that family ties were probably 
strengthened during periods of rapid economic change and critical life 
situations, but only in the immediate short term.“ Younger members could 
find work at a wage that could buy their independence from the household. 
Thus, in the factory period familial networks no longer provided the 
assistance they once had, and as a result, workers sought alternative sources 
of support against job loss. 

One obvious source was the Poor Law, but to many analysts these funds 
were meagre. During major downturns like the cotton famine, Oddy found 
a marked reduction in relief workers’ diet to the extent that physical outdoor 
work, such as road-work, was prohibited, whereas during minor downturns 
many workers loathed assistance because they feared resettlement or 
because of the stigma attached to going to the authorities.“ 

In the absence of properly functioning capital markets and insurance 
funds, establishing long-term attachments to their trade was an alternative 
means to provide some form of protection against the risk of job loss. 
Workers saw short-time as a fair way to spread the burden of 
unemployment.“ Older workers especially feared permanent layoffs 
because their dexterity was said to have declined after 35 years, and they 
would have difficulty finding employment elsewhere. For these workers, 
short-time kept them attached to firms. Even younger spinners had an 
incentive to workshare. They too would become old with the passage of 
time, and like their senior colleagues they clearly saw short-time as an 
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alternative to tampering with the wage lists. AH were aware that it was in 
the interest of firms to restore full-time hours — but not piece rates.” By 
accepting temporary cuts in earnings as opposed to permanent cuts in piece 
rates, they could maintain lifetime income and consumption flows without 
altering the relation between effort and pay.* 

There was also the popular belief that short-time would curtail 
overproduction and dampen the severity of the recession. Although these 
arguments may ring hollow to modern economists, the rhetoric can be 
understood in a life-cycle model. “The old fad of English overproduction’, 
as Samuel Andrew an Oldham cotton manufacturer put it in 1875, had its 
origins in the commonly held view that business downturns were the result 
of competitive pressures on firms to increase output.” Overproduction led 
to price wars between firms and downward pressure on piece rates, and to 
check these forces workers petitioned employers to work short-time. The 
petitions clearly state that short-time was an alternative to rate cuts.” ‘If the 
markets are flat’, workers argued in 1848, ‘the legitimate course to be 
pursued is to limit the supply to the demand and thus maintain both prices 
and wages’.*' They believed as well that if rates were maintained levels of 
domestic demand could be sustained, protecting future levels of production 
and employment. 

Why would individual firms respond to workers’ demands for 
worksharing? Consider the classic cartel problem with perfect labour 
markets. An individual firm welcomes output cutbacks by its rivals. Since 
it is difficult to monitor and enforce quotas, the individual firm would have 
an incentive to undercut rivals. If all firms do this, the cartel would be 
broken, prices would fall, and so would wage rates. Rational firms would 
therefore not spend resources forming and enforcing output cuts. As a 
prisoners’ dilemma cartels should not work, but consider that in Lancashire 
the labour market was not perfect and firms paid their workers a wage 
premium, that is a non-market clearing wage as codified by the wage lists. 
Under these circumstances, the cartel was not ostensibly a means to reap 
monopoly profits, but a mechanism preventing firms from producing at full- 
capacity and putting downward pressure on piece rates. Put differently, 
short-time working collectively agreed upon was an arrangement binding 
individual firms to the wage lists they themselves had agreed to pay. 

If successful, short-time agreements would be a powerful force, along 
with the wage lists, in regulating the industry. There were in principle two 
ways for firms to have responded to a demand shock. An industry fall in 
demand would have been met by a general fall in output, but if the demand 
fall was firm- or sector-specific the response would have been to shift into 
other markets and to keep on producing. The problem for firms was that 
information about markets was difficult to obtain and they found it difficult 
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to distinguish between the two possibilities.” With less than perfect 
information and given competitive pressures, enterprises would have had 
little choice but to react to each demand shock as if it was firm-specific and 
to keep on producing during periods of slack demand. As a result 
inventories would have increased as output sold declined, inevitably putting 
downward pressure on piece rates. 

But despite the poor quality of information firms did not respond to 
demand shocks as if they were firm-specific. The correlation between the 
level of raw material inventories and changes in output was positive.” 
Relieving downward pressure on piece rates, firms worked short-time and 
reduced inventories with a fall in demand. ‘Both masters and workmen will 
be great losers’, commented the Stockport Advertiser in 1825 on the general 
tendency to work short-time, ‘but even this loss will be trifling compared to 
that which they must have sustained had they continued to work as usual ... 
The spinners have taken the only means at once to lower raw material 
prices, reduce stocks, [and] secure themselves and their workmen from the 
greatest inconvenience.™ The efficiency of the Liverpool market, where 
cotton was stocked from around the world, made it practical for firms to 
reduce levels of inventories. Firms were able to buy cotton on a week-to- 
week basis, and as much as possible worked to order to avoid at least the 
direct costs of warehousing and the problems faced by uncertain demand.” 
Knowing that they could purchase cotton on short notice, firms would work 
short-time and avoid accumulating unwanted stock. 

Along with inventory costs, short-time reduced labour costs. Keeping 
workers attached to groups of firms, short-time helped generate and 
maintain the general skills of factory work, or what Mass and Lazonick 
referred to as ‘the general capability to work’ and the ‘habituation to factory 
work’. Unlike layoffs, which generally hit less senior workers, short-time 
had the advantage of promoting and maintaining the exchange of 
knowledge and skills between older and younger workers. There was a 
geographic dimension to this development as well. The regional basis of the 
industry was at once a result and a cause of ‘locally concentrated supplies 
of experienced factory labour’. Many of the skills were general and 
workers had the ability to move between firms within each sector. Short- 
time in economic crises like 1841 acted as an externality keeping workers 
attached to regions. 

There were other ways in which short-time reduced firms’ unit costs. By 
preserving the wage lists, short-time contributed to the industry’s 
productivity performance. Firms may not have wanted productivity to 
increase when short-time was in place, for the same reason they did not 
want inventories to accumulate, but by accommodating workers’ demand 
for short-time, it could be expected that firms would benefit from better 
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morale and hence higher productivity when full hours of work returned. 
This was of special concern to large firms, regardless of speciality, which 
had made significant investments in fixed capital. 

The evidence in support of the productivity relation is indirect; indeed 
the most revealing studies of increased effort available are reports 
examining the link between productivity increase and changes to the legal 
work week. Like their attitude to short-time, workers persistently supported 
changes to the normal workday and responded positively when hour 
changes were introduced. A number of employers in Bolton made public the 
results of experiments they had conducted in 1844 and 1845 on the effects 
of reductions of one and two hours.” They attributed their finding of steady 
output levels to both the diligence and health of workers. One manager 
observed later in the decade that workers were ‘more attentive [and] they 
turn out better work’; still another reported that in his mill ‘they work with 
more vigour and pleasure while they do it’.* Wage evidence confirms these 
appraisals. Wood found that though hours worked fell in 1847, by 1849 
wages had recovered to their initial level. He wrote that ‘In a large mill in 
the North and North-East Lancashire district, time workers were reduced 
pro rata with the reduced hours, but piece workers generally made up their 
former earnings without any advance in piece rates, as soon as trade, which 
was very depressed in 1847 and 1848, revived’.” 


V 
SHORT-TIME AND ENFORCEMENT 


Undoubtedly there were gains for some individual firms and workers to 
break the standard of short-time and this may explain the mixed results for 
1841. The ever present tension between private (i.e. wage cutting) and 
social gains (i.e. adjusting hours) meant that groups of firms and workers 
needed some mechanism to enforce the standard of short-time and punish 
defectors. To be successful, enforcement mechanisms must provide 
information on the rules themselves to avoid slippage or non-compliance, 
and they need to be applied at low cost, relative to the benefits accruing to 
upholding the standard or norm of behaviour. Compliance can be enforced 
by the actors themselves, or by a third party, like the state.” The latter type 
of enforcement is often stronger in that it is less susceptible to the actors 
themselves wanting to change the rules of the game. But whether self- 
enforced or regulated by a third party, enforcement costs usually decline 
over time because the rules themselves become internalised as the ‘right 
thing to do’. Each principal fears violating the standard for fear of being 
ostracised, while those who do the ostracising do so because they fear that 
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if they do not ostracise those who violate the norms of behaviour, they 
themselves will be ostracised or suffer the penalty of social censure. 

In Lancashire, the press was the principal means of self-enforcement. 
Beginning as early as the 1820s, both operatives’ and employers’ 
newspapers listed names of firms upholding and those breaking short-time 
agreements.” In May 1841 a group of spinners and manufacturers placed an 
advertisement in the Manchester Guardian that listed employers who were 
working short-time because it will ‘bring relief to the employers by 
shedding stock and to the operatives by preventing a further reduction in 
wages’.” Memories were long in Lancashire. A report for Bolton during the 
1847-48 recession identified ‘one firm, Knowles, that had not been known 
to work short-time for upwards of thirty five years had now begun to run 
two-and-a-half days per week’.” After 1870 or so similar forms of 
sanctioning were practised by the Cotton Factory Times.“ Enforcement of 
this type did not require any continuous association of employers. What 
associations did exist in the period before mid-century were often informal 
and usually defensive, surfacing in periods of recession or in response to 
workers’ demands.“ 

Non-compliance had ramifications on reputations, labour recruitment, 
and, in turn, on productivity. Firms holding to short-time agreements came 
to be considered good or fair employers, while those breaking norms were 
held to be bad employers. Bad employers were less likely to motivate 
workers. Thus at the Horrockses and Miller’s mill in Preston an experiment 
in cutting hours resulted in no significant increase in output per worker.” 
The firm had a poor reputation in the labour market and it is most likely that 
workers perceived that the reduction in hours was a gesture and not a 
commitment to institute a policy of a shorter work day. Their expectations 
were confirmed in 1853. The firm, like others in Preston, reneged on a 
promised to restore wage rates to an agreed upon level when trade revived.* 
There were other costs associated with non-compliance. Once blacklisted, a 
firm would find itself subject to sanctions. Workers out on strike because 
their firm had cheated on the lists and cut piece rates often received support 
from both neighbouring groups of workers and firms upholding the lists and 
the short-time convention.” 

Although no golden rule was in place, in general in those areas where 
population movements had receded and relations between workers and 
employers were stable, short-time arrangements stuck.” Hours of work 
became standardised in regions where there was continuity in relations and 
regularised communication between parties. The point was made by Pigou: 
‘The lack of durable connection between individual employers and their 
workpeople makes it to the employers’ interest to work longer hours than 
are in the long run interest of production as a whole’.”’ Returning to Table 
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5, in Preston, Oldham, Manchester and Bury, population change was rapid 
and short-time arrangements less prevalent than in the more stable 
communities of Bolton, Blackburn, Rochdale and Whalley. 

The distinction between Bolton and Oldham is consistent with evidence 
on industrial relations in the two towns. At the turn of the nineteenth century 
Bolton, according to Thompson, was the ‘most insurrectionary centre in 
England’.” But with the growth in the optimal size of establishment and the 
introduction of longer spinning mules in the town, firms negotiated a wage 
list. The militancy of workers waned and in comparison to other districts 
industrial relations in Bolton were less antagonistic.” Enforcement costs 
were low because the proportion of small firms in the town was low and 
there was little turnover of established concerns.* By 1841 short-time work 
in Bolton had evolved into a rule of thumb. 

Social and economic conditions differed noticeably in Oldham. Although 
Foster’s characterisation of its radical milieu in the 1830s and early 1840s 
might be an exaggeration, there is no doubt that the town, in Joyce’s words, 
was ‘the seat of much ill-feeling’ between the parties.” The small size of 
firms and their turnover raised enforcement costs, and as a result short-time 
in 1841 was limited. There was little reason for employers to make 
commitments to their workers and offer them lengthy tenure; rather, to 
remain competitive, small firms cut wages during downturns or they went 
under. It was in only the 1870s, with the expansion of firms’ size, that 
employers recognised the need to introduce a list and put an end to costly 
disputes.” In sum, the different responses of towns like Oldham and Bolton 
in 1841 lends support to Hudson’s claim that ‘struggles around the control 
and character of work were undertaken largely at the regional level’.” 


VI 
CONCLUSION 


Short-time working in 1841 was not insignificant. Even in the absence of 
formal employer and worker organisations, there were good reasons why 
both parties should come to some agreement over hours and wages. For 
workers, short-time kept them attached to their trade and although it meant 
a temporary lost in earnings, this outcome was preferable to the alternative 
of no work or lower piece rates. For firms, short-time was a vehicle to show 
their commitments to workers. Reducing output placed less pressure on 
firms to cut piece rates, and as a result regional and mill wage lists were 
preserved. 

The 1841 experience was instrumental in paving the way for future wage 
and hours agreements. By the third quarter of the century, as the average 
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size of firms increased and population movements stabilised throughout 
Lancashire, enforcement costs fell. Employers’ associations and unions 
administered these agreements and in the same fashion they negotiated 
cyclical changes to the wage lists themselves. But short-time had evolved 
into the standardised response to a demand shock not only because the 
administration and enforcement costs declined, but also because workers 
and firms often acted according to what was the right thing to do, rather than 
because they had reckoned all the consequences. 

Although previously overlooked, worksharing was an integral part of 
Lancashire’s institutional framework. Along with the wage lists, the success 
of the Lancashire textile industry rested in part on regional supplies of 
labour. Short-time was instrumental in preserving these supplies; indeed by 
the end of the century funds were in place that supplemented workers’ 
short-time earnings, smoothing their income flows and strengthening their 
attachments to their region.” Similar arrangements were present in Lyons, 
where the municipality gave ‘unemployment insurance’ to protect the local 
labour supply. In both Lancashire and Lyons, workers were thus mobile 
between firms but not between regions. 

Like other institutions, short-time has received its share of criticism. 
Among others, Keynes in the inter-war years argued that it was an irrational 
policy that allowed inefficient and small firms to survive.” But these attacks 
obscured the origins of the institution itself. Short-time was neither the 
product of union intransigence nor employer ignorance. Contrary to its 
critics, it was part of a set of institutions that supported high levels of 
productivity and sustained the industry’s position in the British and 
international economy. 
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‘Give my Regards to Uncle Billy ...’: The 
Rites and Rituals of Company Life at Lever 
Brothers, c.1900—c.1990' 


JOHN GRIFFITHS 
Manchester Metropolitan University 


It is increasingly evident that the business historian’s horizons are widening. 
The framework advanced by Alfred D. Chandler, Jr., focusing on strategy 
and structure is being challenged. Chandler has suggested in his two most 
recent books, The Visible Hand and Scale and Scope,’ that corporate success 
was predominantly due to the efficient configuration of organisational 
structure and scale. This article argues that his model is deficient in at least 
one important respect. Chandler’s framework has significantly overlooked 
the ‘softer’ cultural side of organisations, which may play an equally vital 
role in achieving high performance. If the business historian uses the 
framework advanced by organisational sociologists, a different aspect of 
business behaviour, specifically the notion of ‘company culture’, can be 
analysed. It is argued that at Lever Brothers,’ the soap and detergent 
manufacturers, a strong corporate culture was developed, which was a 
positive advantage before 1939, but looked increasingly antiquated by the 
1960s. It proved difficult to transform a deeply embedded ethos of 
paternalism. The article adopts the framework offered by Dellheim,‘ 
initially analysing the foundation of the company culture, then moving on 
to examine how the culture was transmitted to, and perceived by, the 
workforce. The final section looks at how the organisational culture was 
transformed in the more recent past. 
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‘Employment at Lever Brothers or their subsidiaries is often a lifetime job. 
We like to regard each newcomer as one who has come to stay, to rise and 
to make his or her career along with us. We like to regard every employee 
as an essential part of the company’. This was the opening statement in 
Lever Brothers’ handbook, given to new employees at the company in 1930. 
In contrast to the corporate literature produced by many of today’s business 
giants, Lever Brothers’ words were backed up by action. The company 
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culture that William Hesketh Lever (1851-1925) created at Port Sunlight 
was a result of the founder’s humanitarianism coupled with enlightened 
self-interest. His youth was spent in Bolton, Lancashire where ‘although 
insulated from the surrounding poverty, the affluent business and 
professional families were distressed by the living conditions imposed upon 
their fellow citizens’. In addition to this was the influence of Samuel 
Smiles’ Self Help (1859) which was given to Lever by his father James on 
his sixteenth birthday.’ 

A reading of the speeches given by Leverhulme gives a valuable insight 
into the creation of the company culture. In 1916 Lever made the following 
comment of the capital—labour relationship: 


Productive and distributive means must be so organised as to 
harmonise the relative positions of capital and labour. The claim of 
capital for as big an output as possible, at as low a cost as possible, has 
hitherto had to pull against the claims and aims of labour for as high 
wages as possible, with as restricted an output as possible. . . the 
lesson of this for the capitalist is that high wages, short hours and good 
healthy conditions by increasing intelligence and efficiency increase 
output and actually reduce cost and the lesson is that increased output 
stimulates consumption and consequently demand for production.’ 


Characterised as an example of the ‘enlightened entrepreneur’, his 
foresight in terms of welfare provision has been celebrated far and wide. His 
business philosophy was summarised by his son as ‘enlightened self- 
interest’, since ‘self-interest remained the mainspring of industry’. 
Leverhulme championed the six-hour day, although never successful in his 
lifetime, and educational and recreational facilities. By 1907, Lever 
Brothers ranked eighty-fourth in the list of the 100 largest employers in the 
UK, with 4,700 employees." That the company catered for the ‘whole 
employee’ is demonstrated by recourse to the facilities created by 
Leverhulme at the site, which was largely self-contained. For example, a 
cottage hospital was built in 1907, important in pre-NHS Britain. A dentist 
and ophthalmic surgeon were also part of the company, in addition to a 
maternity home. To cater for employees’ spiritual needs, a church for inter- 
denominational worship was built, Christ Church, opened in 1904. A staff 
training college, the Lyceum, was opened in 1917. For leisure, open 
swimming baths and a recreational ground at the Bebington Oval, with a 
running and cycling track were constructed, whilst a holiday camp was built 
at Thurstaston, West Wirral. 

To encourage intellectual endeavour, a Lever free library was built, 
which contained over 7,000 books (technical, children’s and reference), six 
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shillings (£0.30) buying life membership. An employees’ benefit fund was 
established in 1904, a savings bank with payment through a bank account, 
was also pioneered in 1919. In addition to all of these measures, a co- 
partnership system was introduced in 1909 to give workers a share in the 
profits. Certificates with a total value of £500,000 were issued divided into 
four categories, directors, managers and foremen, salesmen and general 
staff. Furthermore, W.L. George listed the 29 social societies that existed in 
Port Sunlight in his account of Labour and Housing at Port Sunlight. These 
included the Boys Brigade, Young People’s Temperance League, Anti- 
Cigarette League, National British Women’s Temperance Association, 
Bellringers, Church Society, Philharmonic Society, Orchestral Society, 
Mutual Improvement Society, Scientific and Literary Society, and Men’s 
Social and Bowling Club.” 

Inside the factory walls, the enlightened attitude was no less 
pronounced. Suggestion boxes were introduced in 1909, with the best ideas 
being rewarded by a sum that varied between five shillings (£0.25) and £20. 
Office and works employees’ advisory councils were introduced in 1919, to 
discuss the ideas put forward through the suggestion box by ballot on a 
proportional representation system. Two or more representatives were 
elected from specified groups in every factory division. It was stressed that 
‘any matter of domestic or personal interest may be brought to the notice of 
the management through the various representatives’. A guarantee of 
employment was made in 1928 that an employee who was on short time for 
more than four and a half hours in any week, from a cause that arose within 
the ordinary course of the company’s business, would be paid for a full 
working week less four and a half hours per week. Unemployment benefit 
was awarded if the company could not provide the employee with work. 
This was given for each week of unemployment not exceeding 12 weeks, at 
a rate of three-quarters of a full wage. Sickness benefit was awarded for up 
to 13 weeks, that extended to the employee’s family, who might have to be 
cared for by the employee. Finally, accident benefit was awarded in addition 
to the Workmen’s Compensation Act, in order to make up a full week’s 
wages, again for a period not exceeding 13 weeks. The Liberalism of Lever 
was also evident in his attitude towards scientific management (latterly 
known as Taylorism) as his speech given in Liverpool in 1916" 
demonstrated: ‘Unfortunately much that is preached and sometimes 
practiced by this school of employers is neither scientific nor worthy of the 
name of management. Perhaps a less stilted and less irritating title would be 
“Industrial Administration”’. This passage demonstrates Leverhulme’s 
advanced humanistic philosophy that took many further years to reach 
fruition in many other industrial enterprises. Advocating ‘scientific 
administration’ rather than ‘scientific management’, Lever’s philosophy 
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was that the interests of employers and employee were identical. As Liberal 
MP for the Wirral between 1906 and 1910, William Lever’s stance on union 
power was typically ambiguous. His son’s posthumous biography notes that 
he voted for the reversal of the anti-union legislation that followed in the 
wake of Taff Vale. However, in 1924 he wrote a letter to a friend,” in which 
he stated that his actions had ‘given such liberty and freedom to trades 
unionism that they can do pretty well as much as they like’. 


IH 


From an early stage, the in-house company magazine figured as an 
important medium to communicate with the Lever Brothers workforce. It 
should be noted that the in-house company magazine has taken a number of 
forms since its creation. The Port Sunlight Monthly Journal was the first 
short-lived version that began in 1895, succeeded by Square Deals and 
Progress (1899). The latter ran simultaneously with the Port Sunlight News 
until the Second World War, after which it started up again in a new format 
covering global issues at a higher corporate level. It was subsequently 
written by practitioners and academics on subjects other than Unilever. In 
November 1922 the first issue of Port Sunlight News was issued ‘in 
response to a widely expressed desire for something more in the nature of a 
Port Sunlight newspaper than either Square Deals or Progress. The latter- 
named magazine with its world-wide circulation of a quarter of a million, 
and its appeal to the great Lever Brotherhood in every land obviously 
cannot fulfil the function of a local news record; and Square Deals was not 
intended for any such role, although of late an endeavour has been made to 
devote certain space to notice of local events’. Furthermore, the stated aim 
of the magazine was ‘to inform its readers on all happenings in the 
district’.* What the historian is left with therefore is a metaphorical 
‘window’ through which the outsider can observe a past business 
community’s culture. At Port Sunlight this culture was particularly strong. 
It could be argued that the magazine was one of the key instruments in 
defining this culture. 

A useful starting point in an understanding of company culture is to 
identify and deconstruct what Andrew Pettigrew” has denoted as ‘social 
dramas’, which can reveal organisational culture. The first such drama in 
the history of Lever Brothers was the death of William Lever on 7 May 
1925. In the editorial shown in Figure 1, what should be noted is the 
imagery invoked at the end of the second paragraph. Here is an indication 
of the type of culture that the magazine was reinforcing. Comments such as 
‘the affection of soldiers for a commander and children for a father’, 
strongly suggests the way in which the employees of the company regarded 
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FOUNDER’S DAY 


25th JULY, 1936 


PROGRAMME of EVENTS 


FANCY DRESS COMPETITIONS 
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2-—Pancy Dress ee ae sedis ive ses ; Prizes 
3-—Best Dressed C petition opan to all ia d 
ATHLETIC EVENTS 


MEN 
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Race (scratch) 
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AAA EVENTS 
MIXED EVENTS | mile Medley Relay (Che m i aia cal 
Fede tbl rig 


Threctagged Race 
2—Two-lap Motor-C icp Obstacta Race sel Sap Spa 
3.—Ralbway Race in Palra Im + Cheshire "Championship 
PRIZES.—if sufficient entries, ist, 2nd, and Jrd Prizes will be awarded In each event 


DISPLAY OF DAYLIGHT FIREWORKS 
(Staged by Messrs. j. Pam & Sons Ltd., London) 


DISPLAY BY THE PORT SUNLIGHT GYMNASTIC CLUB 
PRIZE DISTRIBUTION 


BOXING CONTESTS 
(Port Sunlight Boxing Club v. Mesars. J. Crosfield & Sons, Warrington) 


PUTTING COMPETITION 
CRICKET MATCH (PORT SUNLIGHT v. AIGBURTH) 
(No, | Ground) 


DANCING ON CRICKET GROUND IN THE EVENING 


IRLAM PUBLIC PRIZE BAND WILL PLAY SELECTIONS DURING THE 
AFTERNOON AND FOR THE DANCING IN THE EVENING 


GRAND DISPLAY OF FIREWORKS 
(Staged by Messrs. J. Poin & Sons Ltd., London) 


ATHLETIC EVENTS.—Obtain your Entry Forms from your Foreman, 
Forewoman, Time Office or Service Department as soon as possible. 


CLOSING DATE FOR ENTRIES 6th JULY, 1936 
LIGHT REFRESHMENTS WILL BE AVAILABLE 


Figure 2. Taken from the Port Sunlight News, 1936 
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Figure 3. Philip William Lever lays a wreath on the tomb of his grandfather, 1958. 





Figure 4. Girls line up to start a race on Founder’s Day, c.1930s 
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William Lever, as does the observation that many thousands of people 
gathered to walk reverently past the coffin and 300 wreaths were sent from 
around the world. A memorial was erected in honour of the Founder, and 
Founder’s Day was held on the Saturday nearest Lever’s birthday, 19 
September. This ceremony represents an interesting ritual in which the 
memory of the ‘great founder’ could be promoted to those who did not 
remember Lever and his achievements. The employee handbook of 1930 
notes that this day was declared a ‘general holiday for works and offices’.” 
A gala day was held at the Bebington Oval, which was used for all 
company-sponsored sporting fixtures. A ceremony was also held at Christ 
Church, Port Sunlight, at which wreaths were laid at the Founder’s tomb. 
The festivities continued annually at the Bebington Oval until the early 
1950s,” although the ceremony at Christ Church continues to this day. The 
cultural symbolism of this event was described by the current minister as a 
‘time when we honour and pay tribute to all that the first Lord Leverhulme 
did for the village, the church and community’. Former employees confirm 
this view of the ‘rite’. W.E. Davies, who started as an apprentice engineer 
in 1933, noted that ‘thousands attended Founder’s Day’ and perceived the 
event as ‘workers at play and a small reward for their loyalty ... 
Leverhulme’s theory was that all work and no play makes Jack a dull boy’. 
Les Bedrock, a ‘pan-side’ man in the factory, recalled that Pounder’s Day 
was always ‘a gala day, looked forward to by everybody, the highlight of the 
year’.” Millicent Stakes Austin recalled that as a child she would ‘go with 
a few friends to the special place in the churchyard where we would 
lovingly polish the wedding ring on Lady Leverhulme’s finger’.” In a 
Chandlerian sense it would be possible to dismiss such events as peripheral 
or the mere froth and bubble of organisational life. This would be to 
underplay the function that organisational culture performs in maintaining 
what Robert Wuthnow sees as ‘moral order’.” Rituals such as Founder’s 
Day would appear to have played an important part in creating community 
identity, which other companies have subsequently adopted to lift morale. 
As the language used in The Story of Port Sunlight, a publication distributed 
to the workforce in 1953, demonstrated, Port Sunlight was regarded as a 
‘huge family’.* Lever Brothers was also ahead of many companies in an 
early adoption of team-working and flexibility, which significantly 
reappeared in organisational vocabulary during the 1980s: 


It is curious that in a nation animated by a love of games and 
influenced thereby to a knowledge of the value of team-work so many 
of us should still fail to co-operate with our fellows in our working 
lives. But it is so, and the effect is always a hindrance to efficiency... 
We believe that poor team-workers are only a small minority.” 
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Rule seven of the company handbook of 1930 had stated that, “Any 
employee working on shift work may be put to labouring or other work at 
the usual rates of work without notice’. This suggests that boundaries may 
not have been as pronounced as has ‘been formally speculated.” The 
overarching ideology at Lever Brothers was one of loyalty. The employee 
handbook and Port Sunlight News both reinforced this ethic. For example 
the handbook given to new employees included the following paragraph: 


Loyalty is important to an employee’s success. If an employee does 
not like the company well enough to be loyal to its interests he should 
not remain in its service. He will advance further where he is in 
sympathy with the institution that employs him. Loyalty is shown not 
only in doing the work you are paid to do. It includes belief in the 
company and in its purposes and policies. It includes readiness to 
speak up and explain the company’s position when it is criticised 
within your hearing, as you would speak up against an abusive 
reference to an absent friend. Practise this at home and among your 
friends and neighbours. It will bring certain growth in your own 
confidence, in your power to impress others and in your value to 
yourself and to the company.” 


That Lever Brothers largely succeeded in transmitting these values can be 
confirmed by the following comment of F.S. Walker, chairman of Lever 
Brothers, when he commented in the Port Sunlight News that: ‘At Port 
Sunlight 48 per cent of the male staff and 20 per cent of female staff have 
served the company for fifteen years or more and more than 400 employees 
have 40 or over years service’ .”” 

Port Sunlight News is particularly notable for the numerous well-shot 
photographs that illustrated the magazine from its inception. These 
photographs would not only serve to break up pages of text, but also 
functioned as a way of introducing new recruits to the organisations — one 
might say a rite of induction or socialisation. Employees’ marriages and 
deaths were faithfully reported in the magazine. In the edition of April-May 
1950, a page was devoted to those who had been promoted (six in all), each 
with a photograph. These photographs would also have countered the 
‘anonymity factor’ in a factory employing 8,389 people in 1953, which 
comprised 5,540 men and 2,849 women. Of this total 2,612 employees had 
served for 15 years or more, 990 for 30 years or more and 289 for 40 years 
or longer. Seven people had ‘found Port Sunlight a good place to work for 
over fifty years’. In 1950 Port Sunlight News carried an article entitled “The 
Human Backbone of Industry — These men have grown up with the 
business’.” This featured seven men who had completed over 40 years’ 
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service with Lever Brothers. The article held these men up as examples of 
personnel displaying values that were endorsed by the organisation, having 
grown up in what it called the ‘Lever tradition’ of “enlightened industrial 
outlook’. “It is in these men that the first Lord Leverhulme’s ideals are 
embodied, for when they joined the Company his schemes for mutual co- 
operation between employer and employed were already in full swing ... 
Without their whole hearted co-operation Lever’s ideas would not have 
matured.” That the company culture was one that aimed at the ‘whole 
worker’ is demonstrated by the inclusion of both a ladies’ page and a 
children’s page. Also reflected in Port Sunlight News were the activities of 
the numerous clubs and societies that the company sponsored outside 
factory walls. 

Rituals unified Lever Brothers’ management and workers. As a child, 
Les Bedrock recalled going up to Thornton Manor, home of the Viscount 
Leverhulme, annually with his Sunday School classmates for Christmas tea. 
Lever presented the children with books on this occasion, whilst the 
children’s parents sent messages to ‘remember me to your Uncle Billy!’ Jim 
Edwards,” personnel manager in the 1960s, remembers his parents being 
very much affected by the death of Lever. He also recalled that Lady 
Leverhulme came round the village in a carriage delivering books to 
children on their birthdays, never giving the same book twice. The residents 
of Port Sunlight considered themselves very fortunate to inhabit such an 
environment. Not until the late 1970s were non-Lever Brothers staff 
allowed to buy homes in the model village. Edwards notes of the 
atmosphere at the firm, ‘The boys brigade, Port Sunlight swimming club 
and football club, it was the thing to do to join everything, everyone joined 
in, it was a real participation exercise’.* Of all the local companies, Lever 
Brothers was the place to work (rivals for the local pool of employment 
included Cammell Laird shipbuilders). It was perhaps inevitable that the 
expectation developed that if you were a Port Sunlight child you would 
work at the factory. Jim Edwards attended the local grammar school, and he 
felt that Lever Brothers was developing a rather incestuous atmosphere in 
which it would be impossible to leave work behind at the factory gates. His 
parents were livid at the suggestion that he would not go into the company. 
However, despite looking for alternative employment he was forced to 
return to Lever Brothers after a couple of years, to the delight of his parents. 
Although much is made of the caring paternalism at Port Sunlight, evidence 
does exist of a sharp division between workers and senior managers. 
Edwards noted that there were distinct areas within the village inhabited by 
senior managers to the exclusion of workers. Similarly, Barbara Leech, a 
Lever Brothers employee from 1935 to 1941, made the following comment; 
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I enjoyed my time at Lever Brothers, but after I left and was obliged 
to take up work again for the war effort, I discovered that there was a 
totally different social structure beyond factory walls. At HM Customs 
and Excise one’s colleagues were friendly and there was no 
atmosphere of the ‘better than thou’ attitude that existed between the 
office staff and factory workers at Levers.” 


However, Archie Maclean,” who became company secretary in the 
1950s, had no regrets about joining Lever Brothers which he regarded as a 
‘special company’. Invited to a company dance, Lord Leverhulme ‘greeted 
him just as he would greet a director’.” Maclean also made the point that 
talk of paternalism was offset by the fact that Lever Brothers had on its 
books 1,500 people with 15 years’ service or more, which ‘did not exist 
anywhere else’. George Nairn, the company chairman in the 1940s, handed 
over the ten thousandth gold watch for long service. 

Maclean also noted that the company had two policies not evident today. 
Firstly, the personnel, or service department as it was then known, looked 
after the employee and his or her family outside the company as well as 
inside it. The second was the desire on the part of Lever Brothers to defeat 
unionism. The company succeeded on both counts, since only one minor 
strike occurred before the Second World War — in 1920, provoked largely by 
the depression which followed the end of the Great War, in which the 
demand for soap declined. The workforce at that stage totalled just over 
8,000. By July it had become imperative to reduce the workforce by 700 men 
and 300 women. The losses caused a dispute between two unions and led to 
a strike of clerks that lasted for several weeks. Archie Maclean’s view was 
that people ‘followed each other out like sheep’.“ Leverhulme opposed any 
discrimination against those who went on strike. He stated that ‘I will face 
anything and everything rather than any injury suffered by loyal members of 
staff ... An injury to one single Loyal Man or Woman is an injury to 
myself’.* The General Strike of 1926 passed the company unheeded. 

Port Sunlight News also functioned at a more subconscious level. If we 
accept the notion that organisations can be conceived of as ‘brains’ with 
‘memories’, as Morgan has suggested,” then the magazine could jog the 
collective memory by including articles that recalled people and events 
from the past. In April 1950, an article entitled ‘Grand old lady of the 
Village’ appeared in which a Mrs Holden, on reaching 86 years of age, 
recollected Port Sunlight from her childhood. ‘Mrs Holden’s memory is still 
remarkably retentive. She recalls the Lever brothers, William and James, 
driving to work each morning in a trap, “James sat in the back and William 
(symbolically) drove. If they saw us on the doorstep they always waved”.’”’ 
In the same issue Christ Church was given three pages of coverage to 
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celebrate its golden jubilee. It was made clear that ‘neither Mr Lever nor his 
family ever became members of the church, lest it should be thought that 
they were trying to direct the affairs of the church to their way of thinking’. 
This aspect of Lever’s village has been questioned by Jeremy™ who notes 
that although not directly involved in the church ‘Lever determined the style 
of worship and conditions of membership ... by appointing the minister as 
his company welfare officer. Lever obviously hoped to control all the 
religious instruments of value formation in the company village’ .” 

A further function of Port Sunlight News was an increasing involvement 
with factory issues in the post-war era. This was primarily due to the 
changing function of the sister publication Progress. Articles were now 
taken from practitioners and academics outside the Unilever environment. 
As a result, Port Sunlight News covered both work and social events. In 
April-May 1950 for example, Port Sunlight News explained a new initiative 
known as ‘productivity study’.” Here the magazine’s function was to negate 
fears that might be held about the scheme. Productivity study entailed 
‘ensuring that the best possible use is made of Time, Efforts, Machines and 
Materials’. Each of the personnel conducting the productivity study was 
given an introduction of approximately one column inch in the magazine. 
The emphasis was on the fact that ‘it is primarily the job that is being 
studied and not the operatives’. Indeed, job evaluation was adopted at a 
comparatively early stage. By 1953 employees’ functions were being 
assessed through five criteria, namely mental needs (education, team-work, 
initiatives), physical needs, skills and experience, degree of responsibility 
and working conditions (dirt, noise danger). Eight hundred appeals were 
heard as a result of job evaluation; they were judged ‘openly and 
objectively’. That evaluation did not cause a greater uproar could have been 
at least partly due to the advance notice afforded it in Port Sunlight News. 

Taking a random sample of the magazine from 1957, a content analysis 
shows how nearly every article reinforced the image of a paternalistic 
culture. The first article in the January-February entitled edition was 
‘Portrait of a Man’. It concerned the discovery in an air-raid shelter of early 
film of William Lever. William Hesketh Lever was shown on the first page 
dressed in regal clothing, standing next to a throne. Over 25 years after his 
death the Founder still cast his influence on the company. The second 
article, “All Through the Night’ focused, as the title suggests, on the night 
shift at Port Sunlight. The language and content of the piece reflected the 
sense of ‘community’ and ‘togetherness’ that Lever had initially created. 
Great attention was paid to individual names and job functions. Everyone 
from the company fire brigade to the company nurse was mentioned by 
name, to create a familial atmosphere in the organisation. The third article 
featured the benefits of attendance at night school. William Lever had 
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always encouraged education of the workforce (although not an education 
that would question capitalism, as he demonstrated by banning discussions 
of socialism in the earlier period), The magazine reported that 


There was a general agreement on one point. They [the boys and girls] 
would definitely gain something by attending night school. The boys 
in particular believed that when the time came for them to apply for 
apprenticeships they could not reasonably expect the Company to 
consider them favourably unless they had shown willingness to give 
up some of their own leisure time to learning. 


The piece ended on a rather moralistic note, asserting that ‘learning in 
the light at night is better than working in the dark by day’. An article 
entitled “Wardrobe for a Working Girl’ highlighted a similar feature, in that 
the company was in effect, trying to guide the overall lifestyle of its 
workers. ‘Few of Valerie’s clothes are so frivolous that they cannot be wom 
at work when the newness has worn off’.“ “With Our Best Wishes’ was a 
section devoted to those members of personnel who were retiring after 
many years of loyal service. Fifty years at Port Sunlight was quite common, 
and was rewarded with gifts such as gold wrist-watches and photo-albums. 
Rather than Chandler’s American managerial methods, which were being 
adopted by Unilever as a holding company, Lever Brothers at a factory level 
was engaging in something closer to what is now seen as a Japanese 
managerial approach.’ The evidence reveals that the company balanced 
external appointments with internal promotion where possible, the 
Handbook suggesting that promotions were by merit: 


All employees have equal opportunity to advance in position and 
salary according to their abilities. Whenever a vacancy occurs it is 
filled if possible by promotion or transfer from within the 
organisation. In making promotions or transfers the individual’s 
general record for efficiency, his adaptability to the work of the vacant 
position, as well as his length of service are taken into account. 


Within Port Sunlight News, it is noticeable that the magazine used its 
editorial policy to apparently to try and guide its readership’s societal 
outlook. For example, the issue of 8 February 1933 carried an article on 
‘swearing’ in which a reader accused the magazine of ‘insincerity and 
superficiality and dishonest adherence to Victorian ideals and of being 
afflicted with ancient and hypocritical custom’. In the issue of 26 April 
1933, an article appeared concerning religion and business which suggested 
that: 
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Religion is as essential to business as finding wages on pay day. The 
one cannot exist without the other. Religion in business is the basis of 
the sanctity of the contract and it is because so many are trying to 
divide them that misery is abiding with countless millions of people 
to-day. Even our unromantic dictionary tells us that religion denotes 
the influences and motives to human duty and if that is not an essential 
part of business what is?” 


IV 


By the 1960s the culture associated with Lever Brothers was in decline. The 
causes for this can be located in changes in the wider society in the post-war 
environment. The achievements of the Attlee administration between 1945 
and 1951, had meant that in-house medical facilities were usurped by a free 
National Health Service and traditional employee benefits were overtaken 
by government provision for pensions, sickness benefit, and local authority 
housing. The transformation from post-war austerity to affluence meant that 
workers could choose leisure activities located outside the immediate 
workplace. Competing forms of communication rivalled the in-house 
magazine in order to shape employees’ consciousness. In addition to this, a 
number of other companies offered attractive employment prospects such as 
Ford, Vauxhall and Cadbury. Senior managers noted that the internal culture 
was increasingly inappropriate for the external environment, since Lever 
Brothers was locked into an extremely competitive battle with its North 
American rival Procter & Gamble. In order to synchronise the internal 
culture with its external environment, Lever Brothers recruited staff with a 
knowledge of industrial sociology from companies such as ICI. Known 
rather contradictorily as ‘Internal Consultants’, they attempted to diffuse the 
methods known as ‘Organisational Development’, which were pioneered by 
management practitioners and academics in the United States in the late 
1950s and early 1960s. This movement was underpinned by a philosophy 
that promoted ‘openness’ and ‘trust’ in the organisation.“ It also saw the 
organisation as an interaction between technology, structure, people and 
tasks, an ‘open’ system. Key agents of change were identified as line and 
personnel management. Reports written in the early 1970s stressed that: 


It is doubtful whether the company has had to face in previous decades 
the number and complexity of changes it has met over the previous ten 
years. The growth of fierce competition in a market that is no longer 
rapidly expanding, a stagnant economy and a rapid change in social 
environment are but a few of the factors with which management has 
had to contend, using until recently traditional concepts of 
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management philosophy based on hierarchy and control.” 


An important factor in the failure of Organisational Development at Port 
Sunlight was the fact that OD philosophy was primarily aimed at reducing 
bureaucratic cultures. This was not the culture that prevailed at the 
Merseyside site, rather a paternalist one, in which power was concentrated 
at the top. When the philosophy was presented to senior management, 
however, the response was common to many Unilever divisions, which was 
summarised as ‘primarily professional, introspective, cautious, and reflects 
a staff relationship with the rest of the business rather than an integrated 
activated approach. The combinations of factors that build up to culture tend 
to isolate the OD system away from Unilever rather than integrate it into 
Unilever’.“ Managerial language was visibly transformed in the 1960s and 
1970s. A linguistic analysis of documentation produced by the personnel 
department reveals that the notion of business environment became part of 
the vocabulary held by senior management at this time. The particular 
concern was to ‘manage boundaries’.” 

The major problem facing the personnel department was that only 200 
managerial staff were introduced to the OD approach out of a total of 
20,000. Comments on the approach stressed the OD system acted ‘as if the 
world did not have a preconceived and prejudiced view of organisational 
development’, but noted that the common perception of the approach was 
that is was ‘a vague and nebulous subject in the personnel field’. Even when 
accepted, ‘there was not a clear and cohesive view. In many of the Unilever 
cultures, consultancy relationships were seen as symptoms of inadequacy, 
not evidence of a confident modern management’. Consultancy was also 
often seen as ‘the prelude to authoritarian change which needed an 
excuse’.*' As an internal consultant realised: 


In varying degrees the established members of the department may 
find difficulty in operating under the professional mode, since they 
have learned to operate in the charismatic, paternalistic, intuitive 
mode over many years. The pace and complexity of change now 
demands a range of technical or pfofessional expertise that can no 
longer reasonably be expected in one man. The effective manager in 
the future needs to add to the styles he uses to get results. Some 
situations will always call for a command style, where the direction is 
clearly given by the boss, but other problems will require the wider 
fund of ideas and longer term commitment that can only be ‘tapped’ 
by a more participative team management style.” 


Furthermore he added, in response to an appraisal of his role and 
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philosophy: 


The comments say that the company is a difficult place to do this [OD] 
kind of work. It is impossible to understand this comment unless some 
analysis is made of the constraining influences. It is a fact that some 
managers who have expressed an interest in this kind of work have 
received very little encouragement and that several people influential 
in the company still have grave reservations about even finding out 
more about this approach.” 


The traditional image of paternalism had been sharply under attack by 
management and by 1971 it was considered that loyalty to the company had 
‘largely evaporated’. 

In 1973 Len Hardy was appointed to the chairmanship of Lever 
Brothers, having formerly been marketing director from 1968 to 1973. His 
approach was one that saw the need to communicate the business 
performance to the workforce and to recreate a sense of belonging which he 
perceived has disappeared over the preceding decades. Committees for 
consultation were established in an effort to introduce a more consultative 
style of management. Hardy regarded his role as returning to the values 
established by the Founder. Symbols of this new attitude included a 
company jingle that was played in the factory and a ‘chairman’s challenge’ 
in which employees were given a turkey if they hit specified production 
targets. A more open, consultative style of management developed within 
Lever Brothers. What could be dismissed as fairly trivial matters may have 
been important signals of a transformation in culture. For example, from the 
late 1960s employees other than directors, were allowed to use the main 
entrance to Lever House,” and clocking on was abolished in 1970. In 1969 
Port Sunlight News ended and was replaced by the Lever Mirror, 
subsequently Lever News.” The magazine was transformed into a tabloid 
newspaper and put a greater emphasis on issues such as business 
performance, industrial relations, consultation, productivity and efficiency.™ 
The editorial policy was successful, since a survey conducted in 1976 
showed that 98 per cent of employees looked right through it, 60 per cent 
reading most of it, compared with a survey ten years earlier which showed 
that 81 per cent disapproved of the contents, only 46 per cent reading the 
magazine.” This change of attitude can at least be partly explained by the 
decline in numbers employed at Port Sunlight, in relation to the other Lever 
Brothers manufacturing plants in Warrington, Cheshire and its head office 
in Kingston upon Thames, Surrey. The company newspaper reflected the 
fact that Lever Brothers was now a multi-site organisation, with attenton 
shifting away from Port Sunlight. Lever Mirror appealed to a greater 
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percentage of the workforce. As part of a policy review, communication 
methods were reviewed.” The company magazine, Lever Mirror, was seen 
as an important media for boardroom—shopfloor communication. For much 
of the 1970s it was issued between five and six times a year to all 
employees. It was not ‘used directly as part of consultation 
communications. It however, covers developments in marketing and the 
factories which helps to give people a more total view of Lever Brothers’.“ 
The hope was that the magazine would provide an opportunity for 
employees to participate and contribute to the communication. The report 
most significantly suggested that some information ‘should be made to 
appear objective and independent’ ,“ which hinted at manipulation by the 
editor. For the first time in the history of Lever Brothers, it was suggested 
that ‘an employee views column should be introduced with a possibility of 
questions to management, which could be answered in subsequent issues’. 
Furthermore, in May 1979 a report on consultation“ advocated that each of 
the five local consultative councils should provide a representative who 
would join the editorial board of Lever Mirror. The major problem, as 
Victor Rice-Smith,® personnel director during the 1970s and 1980s, 
explained, was that in order to accomplish the long-term strategy of getting 
all 15 unions around the negotiating table, it was not possible to enter into 
separate discourse with each union in the Lever Mirror. This factor held 
back the company magazine’s function. Despite this the industrial relations 
culture was transformed. A shift was taking place away from the traditional 
conflictual model of negotiation to a more open consultative approach. 
Organisational Development disappeared ‘in name only’ to re-emerge as 
team-working.~ A document written in 1983 explaining the separate 
strategies of traditional bargaining and team-work noted that ‘it looks as if 
the two approaches can co-exist. However, if the concept of team-working 
develops and particularly if it achieves permanency, it is questionable if the 
two approaches can continue to be seen as complementary’.” The document 
also warned that ‘team-working should not be seen by management as an 
easy way to implement sensitive decisions’.” 

Perhaps the biggest transformation in organisational culture was the 
implementation of the package known as Horizon 2000.” Central to the 
Horizon 2000 package was the development of a united Lever Team of 
employees, able to work flexibly without artificial demarcation and 
enjoying the considerable benefits of a single harmonised set of terms and 
conditions. The company culture was effectively turned on its head, since 
the older paternalistic culture had concentrated decision-making in the 
hands of only a few select managers, whilst team-working enabled 
decisions to be taken at a level closer to the point of production. The 
company magazine’s interpretation of Horizon 2000 was that ‘It is obvious 


42 BUSINESS HISTORY 


now that there is more job satisfaction when people are able to identify with 
the performance of a particular line, and of course it also encourages a sense 
of ownership for all those involved’. 


Vv 


This article has demonstrated that Lever Brothers had developed a company 
‘culture’ before 1939. This has implications for industrial relations theory, 
which suggests that Britain lagged behind Japan and the USA in diffusing 
corporate values. The twentieth-century phenomenon of the rise of the 
corporate giant has brought about major reconfigurations of organisational 
structure, as Chandler has demonstrated. However, it is far from clear 
whether this change in scale transformed the accompanying culture. The 
evidence presented above problematises the assumption that big business 
hailed an epoch of Weberian bureaucracy. The corporate culture that had 
institutionalised itself by 1960 was a familial culture, which stressed the 
part played by all those employed by Lever Brothers. The culture then had 
to be transformed, in order that Lever Brothers did not fall behind its rivals 
in using modern managerial methods. By the early 1990s a new culture had 
been transfused which was in tune with the economic environment in which 
it found itself. Caution obviously needs to be exercised; Lever Brothers 
could be one of only a few companies, such as Cadbury, Rowntree, the John 
Lewis Partnership and Boots, to demonstrate such strong cultures. 

The evidence supports the point of view that culture is something an 
organisation ‘has’ rather than ‘is’. Cultural values and symbols can be 
manipulated to managerial ends, in order to achieve a degree of shared 
beliefs. In the case of Lever Brothers, the culture ingrained since its 
inception in the late nineteenth century manifested itself to such an extent 
that it was able to rebuff the Organisational Development approach of the 
late 1960s and 1970s. OD was based on some rather naive assumptions 
concerning trust and openness, in an organisation which completely ignored 
company politics as a barrier to this method of organisational 
transformation. OD’s language and approach alienated a substantial section 
of the company. It was only after the Thatcherite ‘revolution’ of 1979,” 
which was committed to ending Government involvement in industry and 
reducing union strength, that management initiatives had more effect on the 
workforce. It was only after the comparative reduction of union resistance 
that the team-work and flexibility initiatives, first suggested in the 1960s, 
could be fully implemented. 
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NOTES 


This article is part of a PhD thesis that comparatively analyses communication in UK enterprise, 
1930-1990. The study analyses four organisations in order to achieve a better understanding of 
how cultures are established and how they are communicated. 


I would like to thank my supervisors Dr David J. Jeremy and Mr Richard C Warren, for 
comments on an earlier draft of the article and Professor Andrew Lock, Dean of the Faculty of 
Management and Business at Manchester Metropolitan University, for enabling me to embark on 
the research. My thanks also to Mr Andrew Seth, Mr Len Hardy, Mr Victor Rice-Smith and Mr 
Peter Stutt and the staff of Lever Brothers for allowing me access to the company and to Sue Fox 
and the staff of the Port Sunlight Heritage Centre for their kind assistance. I should also like to 
thank the ex-employees who contacted me to offer their recollections A one-day seminar on 
‘Post Chandlerian History’ convened by Professor Geoffrey Jones at the University of Reading 
on 4 March 1994 helped in the writing of the article. 
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The Development of the UK Clothing 
Industry, 1850-1950: Output and 
Productivity Growth 


ANDREW GODLEY 
University of Reading 


The clothing industry was of great importance to the British economy of the 
nineteenth and early twentieth centuries. Employment peaked before the 
First World War at well over 800,000, making the garment trades one of the 
single most important sources of employment in Britain, especially for 
women.’ Much historical research has concentrated on this labour market, 
reflecting contemporaries’ concerns with ‘sweating’ and the allegedly 
related influence of Jewish immigration from East Europe.’ Despite this, 
relatively little is known of the industry’s development. In particular, there 
is currently no series of estimates for clothing industry output or 
productivity growth before the first census of production in 1907, and ‘there 
are ... nO separate output statistics for the garment industry for earlier 
years’.’ Without data on output and productivity growth there is no way of 
placing the research on the nature of the labour market in a proper economic 
context. Furthermore, without reasonable guides to trends in industry 
growth and efficiency there can be no evaluation of the impact of 
technological change or developments in industrial organisation, features 
which are just beginning to be understood.‘ This paper focuses on deriving 
estimates of output and productivity growth for the clothing industry over 
the long period 1850-1950. Clearly for the period from 1907 the successive 
censuses of production provide a very reliable source, and the next section 
of this paper considers this data. It is the earlier period which requires 
greater attention, however, and this is covered in the penultimate section of 
the paper. It requires greater attention because it was some time after an 
excited Economist announced the arrival of American-made sewing 
machines in 1851 that the clothing industry began to mechanise. It was this 
new technology which allegedly transformed the industry, but exactly how 
and exactly when is not yet known.’ The final section of this paper presents 
previously unpublished data on the sales of sewing machines in Britain 
before the First World War in order to establish whether there was any 
correlation between clothing industry productivity growth and the 
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dispersion of sewing machine technology in the second half of the 
nineteenth and early years of the twentieth centuries. 


i 


From 1907 onwards, data on industry output is readily available from the 
published census reports. All of the production censuses had chapters on the 
clothing trades, although as clothing was such a heterogeneous commodity 
it is perhaps worth specifying more clearly what is being measured. The 
production census included as clothing trades all footwear, headgear and 
various other dress trades, such as glove making and — occasionally — the 
fur trades. The focus here is on the garment trades proper, and so these non- 
tailoring trades have been subtracted from the production census 
aggregates, leaving an estimate for the output of the UK clothing industry 
from 1907 to 1954, which is reported in Table 1. 


TABLE 1 
OUTPUT OF THE UK CLOTHING INDUSTRY, 1907-54 


Gross Output Net Output Net Output per Person 
ven? Total Total Employed 
(£ million) (£ million) £) 
1907 67.0 28.2 62 
1924 153.6 62.7 151 
1930 138.2 56.5 145 
1935 129.6 54.8 138 
1948 323.5 143.7 375 
1951 478.7 169.8 394 
1954 503.8 193.1 453 





Source: Adapted from Business Statistics Office, Historical Record of the Census of Production, 
1907 to 1970 (HMSO, London, 1971), table 1, pp.54-9. 
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Table 1 gives some indication of the development in output in the 
clothing industry during the first half of the twentieth century. Output, 
whether gross, net or per person employed increased around seven-fold. Of 
course the impression of growth needs to be tempered by the fluctuations in 
prices over this period. The real value of clothing industry output can be 
calculated simply by allowing for the effects of inflation (or deflation) in the 
price of clothing. This is perhaps less straightforward than might at first be 
expected. There are, for example, a number of retail price indices which 
include a clothing element, in particular those published by the Ministry of 
Labour. What is required here, however, is a clothes producers’ price index. 
While no official source for such data exists for all of this period, trends in 
producer prices have been calculated under the auspices of the attempts to 
estimate consumer expenditure.* Table 2 lists therefore the gross output of 
the clothing industry in current prices as reported in the censuses of 
production from 1907 to 1954, and then lists the values calculated from the 
clothing price index used by Stone and Rowe. Finally, then, Table 2 is able 
to demonstrate the trends in gross output in the industry in real terms using 
the clothing price index to calculate constant (1938) prices. 


TABLE 2 
GROSS OUTPUT OF THE CLOTHING INDUSTRY, 1907.-54 





Year Current Prices Clothing Price Index Constant (1938) Prices 
£m 1938 = 100 £m 
1907 67.0 49.7 134.8 
1924 153.6 114.2 134.5 
1930 138.2 104.2 132.6 
1935 129.6 96.6 134.2 
1948 323.5 208.8 154.9 
1951 478.7 256.9 186.3 
1954 503.8 254.7 197.8 





Source: Current prices from Table |. Clothing Price Index adapted from R. Stone and D. Rowe, 
The Measurement of Consumers’ Expenditure and Behaviour in the United Kingdom, 
1920-1939 (Cambridge, 1966), tables 71-2, pp.143—4. Constant Prices — calculated 
from columns 1 and 2. 
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Table 2 suggests that the apparent seven-fold increase in gross output 
reported in Table 1 was almost entirely a consequence of clothing price 
inflation. From 1907 to 1935 real gross output remained stationary. After 
1935 output increased by almost 50 per cent in real terms, a significant 
achievement by an industry hampered by wartime restrictions and post-war 
rationing until 1949. Gross output is, however, a less than perfect indicator 
of trends in productivity within the industry. The most accessible 
measurement of productivity for the industry is that for labour productivity, 
which can be derived from the information contained in the production 
censuses for net output per person employed. Table 3 takes the estimates 
given in the censuses, as reported in the final column in Table 1, and 
estimates the real trends in net output per person employed using the 
clothing price index of Table 2. Finally, Table 3 reports the changes in net 
output per person employed for each period as annualised rates of change, 
in order to give some indication of trends in labour productivity over the 
whole period 1907 to 1954. 


TABLE 3 
NET OUTPUT PER PERSON EMPLOYED IN THE UK CLOTHING INDUSTRY, 1907-54 


Net Output per Person Net Output per Person Annual Rate of 
Year Employed - Current Employed - Constant (1938) Change 
Prices Prices 
£ %) + (- 
1907 62 124.8 
1924 151 132.2 0.34 
1930 145 139.2 0.86 
1935 138 142.9 0.53 
1948 375 179.6 1.77 
1951 394 153.4 (5.12) 
1954 453 177.9 5.06 
1907-54 0.76 
1907-35 0.49 
1935-54 1.16 





Sources: Table 1 and 2. 


50 BUSINESS HISTORY 


The post-war collapse and recovery in efficiency is the most striking 
result from Table 3. When comparing Tables 2 and 3 the suggestion is that 
this was as a result more of dramatic shifts in employment between 1948-51 
and 1951-54 than anything else. Such extremes in the trends in labour 
productivity growth are not so surprising given that the clothing industry 
was strongly affected by wartime and post-war constraints on both demand 
and the supply of inputs.’ The other conclusion from Table 3 is that outside 
the era of war and austerity the efficiency gains in the industry were slight 
indeed. The annual rate of labour productivity growth was only 0.76 per 
cent between 1907 and 1954 and during the period 1907-24, it was as low 
as 0.34 per cent. Moreover, as far as it is possible to estimate the trends in 
labour productivity in the shorter periods before the Second World War, 
none is very impressive. The gains in efficiency in 1924-30 and 1930-35 
were 0.86 per cent per annum and 0.53 per cent per annum respectively. 
This represents a rate of productivity growth which was lower than the rate 
of growth for the entire UK economy." 

It is, therefore, possible to draw some initial conclusions concerning the 
development of the clothing industry during the first half of the twentieth 
century from these first three tables. First, Table 2 shows that the output of 
the UK clothing industry hardly changed until the rapid growth from 1935 
to 1948. The suspicion is that this growth in output over the Second World 
War owed rather more to government legislation than peace-time demand.’ 
Second, Table 3 shows that within this picture of a stagnant growth in output 
before 1935 labour productivity was nonetheless increasing. Net output per 
person employed grew in real terms by just under one half of one per cent 
per annum from 1907 to 1935. It was, however, increasing by rather less 
than the per capita growth of the entire economy. This, presumably, reflects 
the impact of both changes in technology and work organisation which, 
while important, are recognised to have had only a limited impact on the 
Organisation of the industry and led to only incremental increases in 
efficiency throughout this period.” Perhaps this is not very surprising. 
Certainly the conventional view of clothing industry development could be 
summed up by Clapham’s assertion that it was the result of little more than 
the invention and spread of the sewing machine after 1851." Whether this 
was, in actual fact, the sole motor of change is extremely unlikely, but it is 
to the trends in output and productivity growth — and the possible impact of 
sewing machine technology — in the earlier period, the second half of the 
nineteenth century, that the next section turns. 


MI 


As has been noted, there are no statistics for the UK garment industry output 
prior to 1907. Without output data it is impossible to estimate productivity 
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growth in the same way as above. A different methodology is presented here 
of deriving estimates of the domestic consumption of clothing and then, 
with suitable assumptions for the balance of trade, domestic output. This 
methodology begins with the different observations of the income elasticity 
of demand for clothing throughout the period 1850-1950. If the proportion 
of household income spent on clothing can be calculated for the nineteenth 
century, then, by using the estimates of changes in household real income, 
it should be possible to estimate changes in demand over this period. By 
deriving estimates for the balance of trade in clothing, it should be possible 
to move from the estimates for changes in domestic consumption to changes 
in domestic output. Finally, given that the employment levels in the industry 
are easily calculable from the population census reports from 1851, so 
estimates of output per person employed per decade can be derived and, 
thus, a broad guide to the trends in labour productivity before the first 
census of production can be constructed. The first step then is to establish 
the income elasticity of demand for clothing over the period 1850-1950. 

“What then is the income elasticity of demand for clothing’? So asked 
Hague and Newman at the end of this period. Despite the difficulties of 
estimating the elasticity of such a heterogeneous commodity, they 
concluded ‘that the income elasticity of demand for clothing is somewhere 
around one’.” Thus if national income continued to rise, so would purchases 
of clothing.” If this is accepted as the true picture of the income elasticity 
of demand for clothing at the end of the period, what then of the rest of the 
period? It should be noted immediately that there have been no efforts to 
discover the income elasticity of demand for clothing with any great 
precision prior to 1914. All that does exist are estimates of the composition 
of family expenditure. It is, therefore, only by the backward route of 
discovering trends in the demand for clothing relative to changes in national 
income that any estimates for the trend in the income elasticity of demand 
for clothing in the long run can be made. 

The proportion of family income spent on clothing other than footwear 
either side of the Second World War was estimated at around 8-9 per cent.” 
There is nothing quite as precise as this for earlier years, although Stone and 
Rowe calculated that the proportion of total consumption which was on 
clothing (including footwear) increased only from 9.4 per cent in 1900 to 
9.8 per cent by 1938." As long as the proportion of this percentage which 
was spent on footwear alone remained constant then the conclusion of the 
economists at the period’s end stands for the post-1900 period as a whole: 
that the income elasticity of demand for clothing was about one. 

Equivalent estimates of the proportion of consumers’ expenditure 
devoted to clothing for the period 1850-1900 simply do not exist. What 
does exist, however, is a number of investigations by the Board of Trade 


52 BUSINESS HISTORY 


into working-class family budgets, as well as the legacy of the subsequent 
detailed analysis by, in particular, A.L. Bowley. The first official 
investigation into family budgets was published by the Board of Trade in 
1889. This showed that 9.7 per cent of the total expenditure of its sample of 
working-class families went on clothing. While this would appear to 
suggest that the proportion of family expenditure on clothing changed little 
between the late 1880s and the early 1900s, it must be made clear that the 
Board of Trade’s sampling techniques and sample sizes would not inspire 
confidence in a modern-day statistician. For the period prior to 1888 
historians are left with only occasional and, in all probability, 
unrepresentative family budgets. A London cabinet maker and his family, 
for example, had a complete record of expenditure from 1850 to 1886.” For 
what it is worth, this family budget supports the contention that the 
proportion of expenditure on clothing remained roughly constant 
throughout this period. 

A more reliable series of estimates of the trend in the marginal 
propensity to consume clothing from 1850 to 1900 can be gleaned from 
A.L. Bowley’s work. No-one studied family budgets more than Bowley. He 
reckoned that the proportion of total expenditure which was spent on 
clothing by the median family changed little between 1860 and 1914: 7.3 
per cent in 1860; 7.6 per cent in 1880; and 7.0 per cent in 1914." It is, 
therefore, perhaps possible to say that clothing as a proportion of total 
consumption remained between seven and ten per cent from at least the late 
1880s until 1950, and, further, that this most probably holds for the period 
from 1860. Assuming that the ratio of clothing to footwear expenditure 
remained roughly constant, it is possible to conclude that the income 
elasticity for clothing was around one for almost the entire period 1850- 
1950. Clearly this result lacks precision, but the conclusion must be that the 
proportion of income spent on clothing varied much less than income itself. 
It is, therefore, with some confidence that the assumption of a roughly 
constant and unitary income elasticity of demand for clothing can be 
adopted for this period. The implication, therefore, is that as national 
income grew so the total demand for clothing also grew and by similar 
proportions. Estimates for the trend in domestic clothing consumption are 
not equivalent to domestic clothing production, however. 

Here further difficulties arise because virtually nothing is known of the 
balance of trade in clothing for the second half of the nineteenth century. No 
import data for clothing exists.” Records for the export of slops (the poorest 
grade of clothing) and ready mades were kept from 1873 onwards, but this 
would hardly encompass all of the clothing industry’s exports.” What does 
exist are the testimonies of clothing manufacturers to various enquiries and, 
collectively, they speak with the same voice: the balance of trade in 
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garments was believed to be in deficit in the 1860s, but by the turn of the 
century this had been more than overturned, especially in the fast growing 
ladies’ trade.” During the 1870s exports of slops and ready mades averaged 
£3.2m per annum. By the 1890s this had increased to £4.7m during which 
time clothing prices had fallen by ten per cent.” By the late 1880s it was 
recognised that the earlier deficit had been overturned, and exports from 
1888 onwards showed a significant leap upwards. In 1907 exports of ready- 
made apparel were £5.6m, which — with an adjustment for transport costs — 
is close to eight per cent of the value of gross output for that year given in 
Table 1 above.” 

In order to compensate for the influence of foreign trade on the estimates 
of domestic output some account of these trends in exports needs to take 
place. Given that exports in ready mades were about eight per cent of gross 
output in 1907, and that some garments were also imported, the assumption 
here is that for the later periods the balance of trade surplus was equivalent 
to five per cent of total domestic consumption. There is no way of knowing 
the proportion of consumption which represented the alleged balance of 
trade deficit for the early decades, but given the element of tiumphalism in 
clothing manufacturers’ claims by the end of the century it has been 
assumed that the deficit was of a similar scale to the subsequent surplus, 
namely five per cent of domestic consumption. Given that the trend in the 
value of exports was flat unti] the mid-1880s, it has further been assumed 
that the swing in the balance of trade took place during the 1880s. This is 
clearly an imperfect method of deriving the trends in the balance of trade in 
clothing, and has the effect of concentrating all of the change within one 
decade, but in the absence of any further information this will have to stand. 

The result is that it is assumed that domestic output was 95 per cent of 
the estimated consumption of clothing for the periods up to the 1880s, and 
that output increased to 105 per cent of domestic consumption from 
thereafter. Thus, armed with rough estimates of industry output, calculations 
of output per worker can be derived using the estimates of total clothing 
industry employment from the censuses of population.” Table 4 reports the 
results of these calculations and presents these estimates of productivity 
growth in the clothing industry for the period beginning in 1855. 

Table 4 lists estimates for consumption, output, employment and output 
per worker with the annual rate of change in output per worker for each of 
the periods. The way to consider this table is to recall that estimates for 
aggregate clothing employment derived from population censuses inspire 
some considerable confidence, as do the estimates of GDP growth, and 
hence consumption. The behaviour of total consumption of clothing relative 
to total consumption has been assumed to be stable. If in fact clothing 
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TABLE 4 
CONSUMPTION, OUTPUT AND OUTPUT PER WORKER IN THE UK CLOTHING INDUSTRY, 
1855-1911 





E 


Veit consti Gini teats Employmc eae es Annual Rate 
Worker Index of Change 


(1913=100)  (1913=100) (1913100) (1913 = 100) (%) 

1855 31.7 28.7 58.4 49.1} 
1.57 

1871 46.8 42.3 67.2 63.0} 
0.41 

1881 55.2 49.9 16.2 65.6) 
1.46 

1891 66.5 66.5 87.7 75.8} 
1.52 

1901 82.3 82.3 93.4 88.1} 
0.86 

1911 94.9 94.9 98.9 96.0} 
1855-1911 1.21 





Sources: 


Consumption Index derived from C.H. Feinstein, National Income, Expenditure and Output 
Of the United Kingdom, 1855-1965 (Cambridge, 1972), Table 6, pp.T18-T19. 
Output Index derived from column A, but with allowances for a balance of trade deficit 
(1855-1881) and surplus (1891-1911) of + 5 per cent. See text for discussion 

Employment Index derived from the censuses of population 1881 to 1911. See Appendix. 
Output per worker index: column B divided by column C. 

Annual rate of change computed from column D. The annual rate of growth for 1881-91 
would only be 0.52 per cent if no adjustment had been made for foreign trade. 


Hoo w > 


consumption increased as a proportion of total consumption during this 
period then the results in the table underestimate the real growth in output 
of the industry and, hence, productivity growth over the period. Given these 
caveats to the methodology of calculation, some important results can be 
noted. 

First, the overall rate of growth in labour productivity was 1.2 per cent 
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per annum for the entire period 1855 to 1911. Second, the annual rate of 
growth in labour productivity was relatively high during the periods 
1855-71, 1881-91, and 1891-1901. The rest of the time productivity 
growth was relatively low. These measurements of productivity growth are 
directly comparable with those derived earlier for the period 1907 to 1954, 
and so Table 5 shows the full series of estimates in productivity growth in 
the UK clothing industry from 1855 to 1954. 


TABLE 5 
LABOUR PRODUCTIVITY GROWTH IN THE UK CLOTHING INDUSTRY, 1855-1954 


Labour Productivity Labour Productivity 
(% per annum) (% per annum) 

1855-71 1.57 1907-24 0.34 

1871-81 0.41 1924-30 0.86 

1881-91 1.46 1930-35 0.53 

1891-1901 1.52 1935-54 1.16 
1901-1911 0.86 

1855-1911 1.21 1907-1954 0.76 

1907-1935 0.49 


Sources: Table 3 and Table 4. 


These estimates for productivity growth over the entire period 1855 to 
1954 confirm that the era of high growth was before the first census of 
production in 1907. The annual growth rate in labour productivity fell when 
comparing 1855-1911 to 1907-54 from 1.21 per cent to 0.76 per cent. 
Perhaps more importantly the comparison with the period free from the 
influences of the Second World War shows an even more precipitous drop 
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in the annual growth rate of labour productivity, to only 0.49 per cent for 
1907-35. Some retardation in productivity might be expected. The growth 
rate of per capita GDP also declined over this period. However, labour 
productivity in the clothing industry exceeded the per capita GDP growth 
rate during the nineteenth century and fell short after 1907.” It would seem 
quite justified to call the clothing industry a growth sector before 1900 and 
a sluggard thereafter (at least until the Second World War). Moreover, if it 
was a growth sector in the second half of the nineteenth century then the 
gains in efficiency experienced in the three high-growth periods shown in 
Table 5 deserve special consideration. In 1855-71 labour productivity grew 
at an annual rate of 1.57 per cent, in 1881-91 at 1.46 per cent, and in 
1891-1901 at 1.52 per cent. Given that the adjustments to industry output 
in view of likely trends in the balance of trade have probably overestimated 
the growth in the 1880s to the cost of the 1890s, so the estimate for the 
1890s should be seen as being very conservative. Two short periods, 
therefore, stand out as being years when the gains in efficiency were 
exceptional when compared to the industry’s long-run performance. These 
were the 1850s and 1860s and the 1880s and 1890s. This is an important 
result. Despite the paucity of official statistics, the periods in the industry’s 
development which experienced the most significant change have been 
located. The final section begins an attempt to explain why. 


IV 


That productivity increased rapidly prior to the first census of production is 
clear from the few business histories of clothing firms. The cause of this is 
also strongly pointed to by these company histories: the successful 
introduction of the sewing machine. John Barran of Leeds, for example, has 
been credited with being the pioneer in adopting the sewing machine in the 
UK, as well as being the inventor of the band-knife.* Barran was already 
using between 20 and 30 sewing machines, apparently even in the 1850s. 
This was relatively unusual. Despite the fact that the modern sewing 
machine was invented in the late 1840s, and an admiring Crystal Palace had 
seen its ‘astonishing velocity’ in 1851, sales of sewing machines in the 
1850s and 1860s were quite low. The best estimates of sewing machine 
sales in Britain prior to 1880 comes from data on the value of American- 
manufactured sewing machines imported into Britain. This suggests that 
British sales of American-made machines had reached around 7,500 per 
annum by 1865, growing to perhaps 10,000 by 1870.” American-made 
machines dominated the British market. The only significant British 
producer was Bradbury’s of Oldham, which simply could not compete with 
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the combined might of Singer, and Wilson & Wheeler, the biggest American 
producers. Annual sales of perhaps 10-15,000 machines in the 1860s were 
a fraction of the size of demand in the 1880s, as Table 6 makes clear below. 

Sales of the early sewing machines were quite low because their 
application was limited until the 1880s. The early machines were much 
faster at stitching than hand-workers.* The difficulty was that they could 
only stitch fairly straight lines.” Thus, early machines were used in the 
production of low-grade trousers — with their long straight seams — but not 
jackets or coats. It was these that Barran’s early factories were producing; 
he was specialising in mass-produced, low-quality boys’ wear for the 
Empire markets in Canada, South Africa and Australasia in the 1860s. He 
subcontracted out the jacket and vest (waistcoat) production to smaller 
workshops.” Barran’s was not the only firm investing in sewing machine 
technology and beginning to produce cheap trousers and shirts in the 1850s 
and 1860s. Harmer’s in Norwich and Holloway Brothers in Stroud were 
also provincial first-movers.” It was, however, the innovating entrepreneurs 
of London such as Moses and Hyams, who were both pioneering new 
methods of work organisation and adopting steam-powered sewing 
machines as soon as they were available.” The result was for the 
technological innovation of the early sewing machines to have had a fairly 
dramatic impact in the 1850s and 1860s (‘the greatest change in recent 
years’ according to the Children’s Employment Commission) but only on a 
moderate market segment with a limited demand.” 

The growing demand in Britain was for good-to-middling quality ready- 
to-wear garments, especially jackets and coats, for working men. It was not 
until after improvements in the sewing machine in the late 1870s and 1880s 
that this branch became mechanised, in particular the development of the 
oscillating shuttle in 1879. With additional improvements in the 1880s the 
technology was available for the rapid improvements in efficiency 
suggested by Table 5.“ 

It was the speed of stitching which represented the principal benefit of 
the sewing machine, and since 1900 there have been few improvements to 
machine speed. The principle behind the manufacturing of garments is very 
simple. Once the pattern has been set 95 per cent of the work in the 
assembly of the garments is by using straightforward single-operator 
sewing machines and the pressing process. Pressing has benefited from 
technological improvements such as the Hoffman Press, but it is essentially 
the same today as a century ago. It is the inability of machinery to handle 
fabrics as sensitively as the human hand which has meant that the clothing 
industry has maintained its character of a very high labour content per unit 
of output.” In this light it is not surprising that the dominant pattern of 
productivity growth in the industry between 1870 and 1950 was for small 
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incremental gains in all decades but the 1890s. This decade being such an 
exception would lead, therefore, to the expectation that there was some 
significant introduction of new technology during this period: the sewing 
machine, but the improved version which could be applied to a wider 
variety of textiles and used to sew different shaped seams. It was this later 
sewing machine which has justified Landes’ claim that it was ‘the most 
radical innovation in the production of consumers’ goods since the power 
loom’.* For such a revolutionary machine relatively little is known about 
the timing and extent of its distribution, especially in Britain. Table 6 
presents details of the sales of Singer sewing machines in the United 
Kingdom from 1880 to 1905. 


TABLE 6 
NET SALES OF SINGER SEWING MACHINES IN THE UK, 1880-1905 





Date Machines Date Machines 
1880 62,252 1893 138,589 
1881 67,417 1894 146,452 
1882 79,815 1895 143,334 
1883 85,936 1896 133,442 
1884 91,411 1897 133,408 
1885 88,732 1898 139,767 
1886 82,412 1899 165,549 
1887 91,217 1900 164,980 
1888 98,547 1901 155,358 
1889 127,266 1902 150,936 
1890 150,008 1903 136,622 
189] 145,901 1904 130,290 


1892 146,561 1905 142,659 


TOTAL 1880-1905 3,198,861 





Source: UK sales data from the Singer Sewing Machine Company Archives in Madison, 
Wisconsin USA, especially Microform 703/1, p.92-9528, ‘London Results from 
1880-1905’. For more detail on the construction of this table and on Singer’s activi- 
ties see Andrew Godley, ‘Singer in Britain’ (mimeo, University of Reading, 1994), 


THE UK CLOTHING INDUSTRY 59 


Table 6 lists the sales in the United Kingdom of Singer sewing machines. 
There is no information on sales of all sewing machines in this country and 
sales of Singer machines will have to act as a proxy. It is not a bad proxy. 
By 1880 Singer totally dominated the UK market, enjoying more than three- 
quarters of the total market share.” The table shows the rapid growth in the 
sales of sewing machines in the 1880s and early 1890s.* There is, therefore, 
a very strong correlation between the period of most rapid gains in 
efficiency in the industry and the demand for the improved (Singer) sewing 
machines. This correlation between high rates of productivity growth and 
machine sales in the 1880s and 1890s is also associated with changes in the 
clothing industry’s organisation. Regional concentration accelerated: in 
1881 there had been no significant clothing centre, but by 1911 London’s 
East End and Leeds employed almost one in four of the tailoring workers in 
England and Wales.” Clothing firms were enjoying increasing returns to 
scale, especially those focusing on the ready-made sector based in Leeds,” 
and there were over 900 coat-making workshops in London’s East End 
alone by the late 1880s.“ The outcry over low wages in East End workshops 
may partly have been a consequence of a restructuring of the clothing 
industry, as Leeds manufacturers with improved technology were, perhaps, 
able to take market share. However, by the late 1890s the East End trade had 
become increasingly focused on the rapidly growing ladies’ trade. 

Of course, it is important to be wary of these results given the 
assumptions which had to be made in order to generate the estimates of 
productivity growth in the nineteenth century. However, the results of this 
paper suggest that if it is possible to identify any periods of rapid growth in 
productivity between 1850 and 1950, then the 1850s and 1860s and the 
1880s and 1890s were the most important. It was suggested both by 
contemporaries and the historians of industrialisation that this productivity 
growth was principally a result of the one-off benefits of a technological 
innovation, namely the sewing machine. This paper is able to modify that 
view slightly. The impact of the early sewing machines on some branches 
of the industry was profound, but the single most important market segment 
— middling quality men’s suits and coats — remained relatively untouched by 
mechanisation until the 1880s and 1890s. The dramatic rise in (Singer) 
sewing machine sales during this period offers an attractive confirmation of 
the estimates in productivity growth. Exactly how this increase in machine 
sales led to changes in the design of work, the organisation of industry, and 
the affairs of clothing firms is beyond the remit of this paper. That more 
research on the history of the clothing industry needs to be done has been 
clear for years. The purpose of this paper is that future research may be 
better focused. 
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APPENDIX 
EMPLOYMENT IN THE CLOTHING TRADES IN ENGLAND AND WALES, 1851-1911" 
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Males 1911 1901 1891 1881 1871 1861 1851 
Tailors 122,352 119,545 109,004 
Clothiers, 
Outfitters etc 27,045 17,071 119,496 107,668 111,843 3,200 
Milliners 984 472 
Dressmakers 2,815 1,017 4,470 2,937 1,441 803 15,471 
Stay-makers etc., 
ladies’ wear 1,580 1,321 1,184 884 
Shirtmakers 5,046 4,039 2,153 1,379 478 
Others” 242 
Total Males 159,822 144,095 126,119 111,984 114,468 114,611 115,471 
Females 
Tailoreases 127,115 117,640 27,386 
Clothiers, 
Outfitters etc 9,597 4,406 89,224 52,980 38,021 1,988 17,244 
Milliners 66,578 48,759 
Dressmakers 339,240 340,582 415,961° 357,995° 299,668 286,298 234,340 
Stay, Corset- 
makers 13,349 12,273 8,679 10,598 11,272 
Shirtmakers, 
Seamstresses 80,338 83,627 74,421 89,389 80,038 76,015 59,403 
Machinists“ 292 825 553 
Others” 619 292 
Total Females 636,509 608,112 579,606 500,364 426,406 403,457 322,551 
Total Clothing 796,331 752,207 705,725 612,348 540,874 518,068 438,022 
Notes: a) The 1901 and 1911 censuses list the occupations of those 10 years and older, 
earlier censuses list those of all ages. In practice this makes little difference and 
has been ignored here. 
b) Others include robe, cassock, shawl and baby-linen makers, also 
warchousemen and contractors listed in the two earlier censuses 
c) Shirtmakers not listed separately in 1871, presumably included with tailors. 
d) Machinists included in 1901 and 1911 a number of undefined machinists and, 
in 1861, some carly sewing machine operators. 
e) These aggregates include some several hundreds of hat, bonnet dealers. 
Sources: Census reports for England and Wales, 1851-1911 


1911, volume 10.1, ‘Occupations’, Table 1, pp.2-5; values for 1881-1901 given in 
1911 Census, volume 10.1 ‘Occupations’, Table 26, pp.540-49. 


1871, volume 3, ‘Occupations’ — 


summary tables, Tables XVII and XIX, 


pp-xxxvil-lvi. 
1861, volume 2, summary tables — Tables XIX, pp.xliiH. 
1851, part N, volume 1, summary tables — Table XXY, pp.ccxxii—vi. 
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NOTES 


This paper summarises the main conclusions from two earlier discussion papers: “The 
Development of the UK Clothing Industry in the Long Run, 1850-1950: A Review of the Data. 
I. The Censuses of Population’, and ‘II. The Censuses of Production’, University of Reading 
Discussion Papers in Economics, Senes A, Vol.VII (1994/95), Nos 290 and 293 (revised). 
Readers requiring further detail than given above should consult these papers. I am indebted to 
Mark Casson, Peter Hart and the two anonymous referees for this journal for their valuable 
comments, to the Pasold Research Fund for enabling me to visit the archives of the Singer Sewing 
Machine Company, housed at Madison, Wisconsin, and to the archivists at Madison for their kind 
help All remaining errors are, of course, my own responsibility. 
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Argyll Motors Ltd: A Corporate 
Post-Mortem 
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What’s done we partly may compute, 
But know not what’s resisted 
Robert Burns, Address to the Unco Guid 


The Argyll Motor Company, at the height of its aspirations in 1906, 
occupied Europe’s largest and most up-to-date motor vehicle factory at 
Alexandria, near Glasgow, with the potential to produce 2,500 vehicles per 
year and to employ 3,000 people. Its nearest Scottish rivals at that date were 
Albion, based at Scotstoun, Glasgow, with an annual production capacity of 
about 200 vehicles, and Arrol Johnston, in Paisley, with similar capabilities. 
And yet it was these latter firms, the only real successes of the young 
Scottish industry, which outlasted Argyll; Albion, already beginning to 
enjoy success in commercial vehicles, in which it would soon specialise, 
was to last for a further half-century as an independent producer. Arrol 
Johnston, while it never made the breakthrough into large-scale car 
production, did not close down until 1929. In contrast, Argyll collapsed in 
1908, existing in reduced and reconstructed form until 1914. 

The Argyll failure is intriguing for a number of reasons. In general 
terms, it is puzzling that the motor manufacturer which called for and 
received the most massive financial support ever raised from the Scottish 
public should fail, especially given its reputed technical competence. From 
an economic point of view, Argyll stood (perhaps unwittingly) as Scotland’s 
potential saviour. Its long-term survival and success might well have acted 
as a catalyst in the transformation of Scotland’s industrial structure, then 
dominated by iron, steel and shipbuilding, and upon which, with hindsight, 
Scotland proved to be too dependent. 

Scottish economic and business history has documented deeply and well 
the rise and fall of these staple industries but, as yet the region’s motor 
industry has not been fully researched.’ To date, McDonald and Browning’s 
overview of its early years has not been bettered for comprehensiveness of 
coverage, but its width precluded depth.’ Berrick Saul’s paper on the early 
UK industry provides a general backdrop to studies of its early Scottish 
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counterpart, and the biographies of many of its key figures have recently 
been published.’ In addition, a study of the crucial early years of Albion has 
lately been made, followed by an intra-sectoral analysis of the early Scottish 
industry’s financing.‘ The latter study revealed serious financial 
management problems at Argyll. That notwithstanding, the firm was of such 
economic significance that it clearly deserves a fuller, cross-disciplinary 
examination in order to evaluate the role of non-financial factors in its 
demise. 

Not surprisingly, Argyll’s books of account and other business records 
have disappeared, with the obvious implications this has for the task. The 
firm’s high press profile has ensured, however, that much can be gleaned 
from motor trade journals, including an unexpectedly large amount of 
accounting information. In contrast, accounting data filed with the Registrar 
of Companies relate to only one year of Argyll’s existence. Once again, 
revealing if fragmentary bank records, used in the recent financial study 
referred to above, were utilised. Armed with this information, an analysis, 
focusing on Argyll’s failure, has been attempted. In terms of methodology, 
it demonstrates the reconstructive power of financial information and its 
ability to shed light on non-financial areas, notwithstanding the problems of 
accounting analysis associated with the relatively unregulated environment 
of the century’s opening decades.’ The study proceeds by examining the 
firm’s origins and its entrepreneurs, its technological performance, and then 
its marketing policies and practices. This is followed by details of its 
financing, then by a conclusion and postscript. 


U 


Prior to its incorporation as a public limited company in 1905, Argyll was 
known as the Hozier Engineering Company Ltd, operating under the 
direction of William Alexander Smith and Alexander Govan. The former, 
described in Argyll’s 1905 prospectus as a ‘merchant’, was clearly the 
commercial brain behind the enterprise. Smith, ‘a shrewd man of affairs’ 
had come into possession of the Hozier Street, Bridgeton, factory, the 
production facility of the failed Scottish Manufacturing Company, a bicycle 
business where Alexander Govan worked. Impressed by Govan’s 
engineering talents, Smith persuaded him in 1899 to join him in starting a 
motor car repair works, utilising the machinery and premises available. 
Govan had been educated at the Glasgow and West of Scotland Technical 
College, having served his time in a Glasgow mill. After a failed partnership 
in bicycle manufacture in Glasgow, he had worked in a cycle firm at 
Reading before returning to Glasgow to work for the Scottish 
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Manufacturing Company. Smith and Govan soon turned to motor 
manufacturing, Smith acquiring his reputation as ‘a far-seeing observer of 
the trend of events’, while Govan quickly demonstrated that he was ‘a 
talented engineer with a strongly developed faculty for organisation of both 
men and methods’.’ This matching of engineering and commercial skills, 
both essential to success in the new industry, as Saul has noted, was highly 
promising.’ 

As was typical for the times, Govan’s first attempt at building a car of 
his own design owed much to French technology. This, the first car to bear 
the ‘Argyll’ name, was designed in 1899, based on the 1898 Renault, and 
powered by a de Dion single cylinder engine. In spite of its tubular 
construction and light wheels (a function of the equipment available at 
Bridgeton), it was more than a cycle car, its pneumatic types, shaft drive and 
patent three-speed gearbox showing Govan’s engineering ability and 
readiness to implement the latest developments, This trend was continued 
when a new four-seater model with a lengthened body was produced in 
1901, and in 1902 a completely new light car was engineered, when the 
description ‘voiturette’, with its connotations of flimsy construction, was 
dropped. The light car was offered with three types of bought-in engine and 
four types of body. These developments were in marked contrast to Albion, 
which did not manufacture bodies and offered a restricted range of sturdily 
constructed chassis with engines built ‘in house’, and with Arrol Johnston, 
which offered essentially the same vehicle from 1899 to 1904.* It should be 
noted, too, that in the UK generally the tendency was to sub-contract 
bodywork to coachbuilders, although there were exceptions. 

In 1903, another completely new and heavier Argyll was put into 
production, at which point 30 different models were available. A further 
vehicle was launched at the end of 1903, this time powered by an Argyll 
three-cylinder engine. In spite of the complexity associated with such a 
large model range, production rose to 15 vehicles per week, and Hozier 
became the first motor manufacturer in Europe to produce at a rate of over 
500 cars per year. This could only have been achieved through careful 
organisation. In 1901, parts were hand traced on marking-out tables and 
machined by skilled labour. By 1905, most work was done by less skilled 
workers with the aid of jigs and fixtures. By the time the business 
transferred to its new factory at Alexandria in 1906 (in order to overcome 
capacity constraints), Govan was confident that most design problems had 
been solved. As a result, he invested in special purpose machines, created 
by putting jigs and fixtures directly on to the machine tools, thus preparing 
for the larger volumes expected and doing away with the need for skilled 
set-up labour. Govan, who had visited the United States in 1904, was 
obviously aware of the benefits to be derived from the standardisation of 
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parts, as well as the latest innovations in machine tools and factory layout.’ 
Consequently, the new buildings at Alexandria were grouped to ensure a 
smooth production flow, with railway sidings led in to deliver parts and 
despatch vehicles. The stores feeding the vast machine shop, tool room and 
gear shop area were cleverly located on the bottom floor of the adjacent 
office buildings.” The company stood in the forefront of technology, from 
every point of view. 

Although not strictly a technological matter, the new factory’s location 
at Alexandria is worth considering. This was slightly unusual, being in a 
semi-rural area known as the Vale of Leven some 15 miles west of Glasgow, 
the hub of Scotland’s heavy industry, and the most popular base for Scottish 
firms starting up in motor manufacture. Indeed, as with most developments 
at Argyll, there was contemporary criticism. In response, it was made clear 
by Smith that the large, flat greenfield site was the best option available; it 
was ideal for the purpose, its cost was modest, and, surprisingly, the Vale of 
Leven had a plentiful supply of skilled male workers, most of whom had to 
travel fair distances to work in Dumbarton or Clydebank. Added to these 
considerations, the site was adjacent to the Dumbarton & Balloch Joint 
Railway." The heyday of the Midlands as a source of specialist components 
had not yet come, and it is clear from the evidence that a large proportion of 
parts could be made in-house or sourced locally at minimal transport cost, 
as was generally the case in the early Scottish industry. 


Il 


From its earliest days in Bridgeton, Argyll decided to produce a wide 
portfolio of products, endeavouring to serve every market segment possible 
for both private and commercial vehicles. Light and heavy cars were offered 
with various engines and bodies, and commercials were produced by adding 
special bodies to motor car chassis, both before and after the move to 
Alexandria in 1906. This policy, arrived at in an era before ‘marketing’ or 
‘the marketing concept’ were even dreamed of, is likely to have been 
unresearched and instinctive. In the beginning, Argyll’s ‘voiturettes’ sold 
for £135-£220. Its later pricing practices are clear from price lists for 1905 
and 1906: it no longer made or sold vehicles for the bottom end of the 
market, where very light cars could still be had for £150. Argyll’s cars, of 
medium weight and horse power, were selling at £350-£475 and competing 
on more or less equal terms with Standards, Darracgs, Albions or de Dions. 
Argyll also sold more powerful and heavier vehicles in the upper-middle of 
the market, with prices ranging from £550-£700, a more specialised area 
where, for example, Albion and Standard were not represented. In 1906, 
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Argyll also competed at the top end of the market, where French and 
German suppliers dominated, selling a very heavy and powerful car at £750. 
Argyll commercial vehicles were available in the price range £350-£500, 
dependent on specification and body.” 

In examining the promotional techniques employed by Argyll, it is 
appropriate to begin with the firm’s name. From the earliest days at Hozier 
Engineering, Argyll was chosen as a marque to differentiate the vehicle 
from imported cars, which carried huge prestige, and even half-way through 
the Edwardian era, accounted for about half of UK sales. On the company’s 
removal to Alexandria in 1906, the assets of Hozier Engineering were sold 
to a new company, Argyll Motors Ltd.” Clearly, Govan and Smith believed 
this appeal to British chauvinism and Edwardian romanticism actually 
worked. In this they were not alone: Albion and ABC (All British Cars) had 
done exactly the same. The new complex at Alexandria, which was 
subjected to immediate criticism for its architectural extravagance, could in 
part be justified as an advertising and public relations expenditure, with the 
name ‘Argyll Motors Limited’ carved in large-scale relief letters on the 
frontage of the red sandstone and golden-domed office block. In these ways, 
Argyll laboured harder than most to establish a strong brand identity. 

Argyll’s attempts to foster confidence in the technical reliability of its 
products, of great concern to the Edwardian public, were equally strong. In 
common with Albion and Arrol Johnston, notable successes were notched 
up in ‘reliability trials’, such as that run at the 1901 Glasgow International 
Exhibition, where an Argyll won its section with perfect marks. Further 
successes were recorded from 1903 to 1906 over which period Argyll 
showed itself the equal of anything in the same class at home or abroad. The 
image of technical competence and reliability was enhanced when the new 
factory at Alexandria was opened, when full details of the advanced 
manufacturing processes and standardised parts production were released to 
a grateful press, which gave them the widest possible coverage in motoring 
journals and elsewhere." 

Apart from these special promotional efforts, Argyll was perhaps little 
different from most other major manufacturers: it was (sometimes 
extravagantly) represented at motor shows based in Scotland, and 
increasingly in London, at Olympia or Crystal Palace, where the public 
could be given expert information on the various models on offer. The 
London shows were particularly important, since in 1905 the metropolis 
accounted for 24 per cent of UK vehicle registrations, as against Scotland’s 
eight per cent.” A London showroom opened that year, and, in common 
with Albion, Argyll had agencies in the provinces and in Dublin working on 
a commission basis, and also established branch offices and repair depots 
throughout the UK. In 1907, Argyll Motors (Continental) Ltd was set up in 
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order to exploit European opportunities. Advertising was a major tool used 
by car producers. The journals Autocar, Motor Traction and the Scottish 
based Motor World were regularly used by Argyll, which frequently placed 
full-page advertisements there, and which tended to emphasise the general 
technical excellence of its products, reinforcing the brand image. Autocar 
and Motor World were specially important, since they were read by the 
wider public as well as by the trade. Another aspect of promotion was the 
featuring of new products in lengthy articles in these journals, based on test 
drives carried out by reviewers. With its plethora of quality products over 
the years, Argyll was well served by this medium. 

The above ‘marketing mix’ was clearly a successful one, coinciding 
with the extension of the Bridgeton premises until they could be extended 
no more, and bringing about the need for the new factory at Alexandria. 
Precise output figures for Argyll are not available, and production and sales 
data have been variously estimated by Saul and by McDonald and 
Browning, but it is clear that until late 1906 the picture is one of consistent 
growth in volumes, sales and profits.'* On the opening of the new works, 
Smith boasted ‘a 2900 per cent increase in [turnover in] five years’.”’ 
However, matters began to worsen in late 1906 when, after a profitable year, 
Argyll decided to lower its prices to a degree that caused ‘very considerable 
surprise’.”* The 14-16 HP car was reduced from £470 to £375, with smaller 
reductions offered on other models. The information given to the press, that 
this was being done to pass on production efficiencies achieved in the new 
factory, is hardly convincing, and indeed, it coincided with “a period of 
slackness between the completion of machines for the current year and the 
laying down of next year’s types’.” In fact, this bout of price cutting 
signalled the start of a long, UK-wide industry depression, and was mirrored 
in similar action by Midlands motor manufacturers. Further woes were to 
follow: the untimely death of Govan and a financial loss in 1907, when the 
general depression in the industry began to bite, and finally on 24 July 1908, 
voluntary liquidation. 


IV 


Hozier Engineering Ltd, a private company, was formed in 1900 with an 
issued capital of £8,785 in ordinary shares, the shareholders including 
Smith, Govan and Alexander Steven, an ironfounder. Although precise 
turnover figures are not available, Smith’s remarks, quoted above, indicate 
a steady increase from 1900 to 1905. This was achieved by gradually 
expanding capacity at Bridgeton, and indeed, ordinary share capital was 
raised to £10,000 in 1901, £20,000 in 1902, £30,000 in 1903, and £31,000 
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in 1904, the money coming from relatives and business associates. £10,000 
in six per cent preference shares was issued in 1901, and £15,000 in 
debentures were issued in 1902, increased to £21,000 in 1904.” In the 
absence of a filing requirement for accounts, further particulars are not 
available, but the business, working to capacity, had a dividend record 
capable of attracting the necessary investment, as Argyll’s first prospectus 
was to reveal. When Hozier was sold to a new public company, Argyll 
Motors Ltd, in March 1905, it was launched with an authorised capital of 
£500,000, divided into 350,000 ordinary £1 shares and £150,000 in 
preference shares of £5. Initially £126,667 ordinary shares and £66,670 in 
preference shares were issued to the public and these were over-subscribed 
two and a half times. In December 1905, as the new works at Alexandria 
took shape, £100,000 444 per cent debenture stock, repayable in 1926, was 
successfully issued. 

Although filed accounts were not required of public companies until 
1907, it seems to have been the practice of publicly owned motor vehicle 
enterprises, at least, to subject their annual accounting statements to detailed 
display and commentary in the trade press. For this reason, comparative 
balance sheets and profit and loss accounts for 1905, 1906 and 1907 have 
survived (Appendix 1). A profit of £26,634, based on Bridgeton trading, 
was recorded for 1905. A profit of £46,129 was recorded for 1906 and a loss 
of £15,213 was sustained in 1907, the first results based on a full year’s 
operation of the new works. Depreciation write-offs for each year are 
shown, and while these seem to follow an ‘affordability’ principle, they are 
clearly not a major source of manipulation, as was sometimes the case. The 
columnar balance sheets provided do not balance, since reserves have not 
been shown, but even so they reveal that by 1906 share capital and 
debentures called up totalled £474,051, and by 1907 this was £695,424. The 
1906 profit result must have been deemed satisfactory, since it represented 
a return of 12% per cent on capital employed, well above the ambient 
interest rate of about four per cent. The 1907 result was blamed by Smith on 
‘exceptional circumstances’. He added that the drastic discounts given on 
the cars, already referred to, had cost £45,300, and £32,000 in obsolete parts 
had been scrapped when the model range had been updated. Smith 
attempted to put a gloss on the latter costs by referring to ‘the greatly 
increased popularity of the car’.” 

In spite of the detailed headings given in Argyll’s accounts, it must have 
been difficult for analysts to draw conclusions. The company was under no 
obligation to disclose sales, and did not do so, and interpretation of the 
balance sheet was inhibited by Argyll’s practice of conflating external 
creditors and bank balances. The position was clouded, too, by Argyll’s 
tendency to discount bills drawn on its subsidiaries with its bank, the Bank 
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of Scotland, and by the fact that, at various stages, the company had access 
to uncalled loan and equity capital. By the end of 1907, attempts to raise 
more cash through the sale of preference and debenture stock were meeting 
with limited success. That July, the ordinary share price had fallen below 
par for the first time as a result of the extended UK-wide depression in car 
sales. As it tightened its grip, shareholders sold their holdings, some 
exchanging them for the fixed interest and secured capital now on offer, and 
driving the price down to 7s (35p) by the new year. Shortly afterwards, bank 
rate was raised to seven per cent, making the latest issue of Argyll 
debentures, at six per cent, even less attractive.” 

In 1908, in common with other motor firms, Argyll forecast that the 
spring would bring an upturn in sales. This did not happen, because of bad 
weather. In May it was announced that no dividend would be paid, and in 
June, preference shares were offered to a dead market, producing a poor 
response. It therefore became impossible to meet the debenture interest, and 
at a meeting with the debenture trustees in London it was concluded that the 
company should be wound up voluntarily. An Extraordinary General 
Meeting was called for 24 July, and the winding up resolution was 
reluctantly passed by a stunned and angry audience. 

A good deal of light is shed on the situation by some surviving bank 
records.” These reveal that in October 1905 the overdraft at the Bank of 
Scotland stood at £32,907, with bill discounts of £8,644. In February 1906, 
as the new factory arose, the overdraft stood at £112,196 with bills 
discounted of £75,344, and the bank was insisting to Smith that more capital 
be raised to ensure a prompt reduction of the overdraft. Smith’s response to 
this repeated demand was variable. Sometimes he would appear to 
acquiesce, but at other times he would advise the bank that he had been 
counselled not to go to the market, because of competing issues. It is noted 
in the bank’s diary that ‘Argyll have too much work in hand for their 
Capital’, a comment which hit the nail on the head.” Prior to the flotation, 
there was public criticism that the enterprise would be over-capitalised, quite 
the opposite of the problem which eventually arose. Late in 1906 the bank 
demanded and received an assignation of £69,000 in unissued secured 
debentures as security, together with a £25,000 personal guarantee from the 
directors. By the turn of the year, the bank was recording that ‘their advances 
are still very high and are likely to continue so’ and started to apply pressure 
on bill discounts, granted on bills drawn on Argyll’s London and provincial 
subsidiaries. Quite obviously, the Bank of Scotland was dissatisfied with the 
management of the account by its Glasgow Head Offfice. The manager, a 
young high-flyer named A.C. Robertson, was transferred to an Edinburgh 
branch in March 1907 on a reduced salary, and John Bisset, a much older and 
vastly experienced manager, was brought in as his replacement. 
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These developments are reflected in a summarised source and 
application of funds statement for 1906 and 1907, which has been prepared 
from the accounting information given in Appendix 1 (see Table 1). It can 
be seen that in the year ended 30 September 1906 profits plus funds from 
share and debenture issues were insufficient to cover expenditure on fixed 
assets plus dividends and investments. The net shortage of funds (£18,000) 
was made good from working capital. Within working capital, a massive 
stock increase of £153,000, taking total stock up to £207,000, stands out. 


TABLE 1 
ARGYLL MOTORS LTD 
SOURCE AND APPLICATION OF FUNDS STATEMENT POR THE YEARS ENDED 
30 SEPT. 1906 AND 30 SEPT 1907 





£000s 
1906. 

Profit after tax 46 (15) 
Depreciation adjustment 17 
From operations 63 (12) 
Share Issues 125 157 
Debenture Issues 104 65- 
Total Funds Generated 292 210 
Less: i 
Dividends paid 8 27 
Purchase of Fixed Assets 288 71 
Investments 14 310 7 105 

(18) 105 
Inc (Dec) in Stocks 153 (21) 
Inc (Dec) in Debtors 5 9 
Inc (Dec) ın Bills Receivable 3 6 
(inc) Dec in Creditors (172) 111 
Inc (Dec) in Cash (7) — 

(18) 105 


This plus other relatively minor increases in current assets was made 
possible through an expansion in creditors of £172,000. As was indicated 
above, this figure included bank indebtedness, indeed, it is clear that most 
of it related to bank short-term borrowings via the overdraft or bill 
discounts. In essence, the bank’s short-term loan facilities were being used 
to finance the stock and work-in-progress, and, to some extent, fixed assets. 
For the year ended 30 September 1907, a deficit of £12,000, caused by the 
loss, together with cash from share issues (£157,000) and from debenture 
issues (£65,000), resulted in a net funds inflow of £210,000. This enabled 
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dividends of £27,000 to be paid out and a further £71,000 in fixed asset 
expenditure, The resultant surplus of £105,000 increased working capital. 
Within this category, a modest reduction in stocks of £21,000, from 
£207,000 to £186,000, was achieved, with the external creditors’ 
indebtedness (mainly the bank) reducing by £117,000. The significant 
feature during the year was therefore the use of capital injections to meet the 
demands of the bank for reduced borrowing. Its policy regarding the Argyll 
account was Clearly having an impact. 

It is not possible to give precise information on the firm’s funds flow for 
its final trading period, but an estimate has been constructed from the 
liquidator’s statement published in the trade press (Table 2). Clearly, the 
operating losses caused by falling sales units and falling margins more than 
offset the funds received from share and debenture issues, an outflow 
compounded by a dividend payment of £17,000 and a further expenditure 
of £28,000 on fixed assets, bringing the total outflow to some £70,000. This 
was funded, as before, from working capital, inside which a stock reduction 
of £7,000 (taking the final stock figure to £180,000) was recorded. 
However, creditors, including bank and external liabilities, increased by a 
massive £63,000. The final figures within the creditors’ total were made 
available in the liquidator’s report and consisted of external creditors of 
£49,000, bills payable of £42,000, the bank indebtedness described as “Cash 
Creditors, less Security’, and stated at £77,000. 


TABLE 2 
ARGYLL MOTORS LTD 
ESTIMATED SOURCE AND APPLICATION OF FUNDS STATEMENT, 
1 OCT. 1907-14 JULY 1908 


Sources | £000s 

Net generated from operations (derived) (104) 

Funds from other sources 
Share Issues 10 
Debenture Issues 69 
Total Funds Generated (25) 





Source. derived from information in Motor World. 
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It would seem then that Argyll’s final indebtedness to the bank was 
£102,000 gross, less the personal guarantees already referred to of £25,000. 
In the scheme of reconstruction that was to follow, the bank’s debenture 
security of £69,000 yielded 12s. (60p) in the £, or £41,000, in the form of 
stock in the reconstructed company. The bank’s net losses at this stage were 
only £36,000, if this is taken into account. The large bills payable figure 
indicates that Argyll had attempted to offset the pressure from the bank with 
the help of creditors, who had given extended terms. As it turned out, the 
bank’s refusal to help meet debenture interest payments, which precipitated 
the collapse, was well timed from the bank’s point of view. As Thoms and 
Donnelly point out, the early car industry’s working capital demands peaked 
in the autumn and winter, when sales were low, and Argyll was thus 
prevented from incurring even deeper borrowings during the winter of 
1908.” 


V 


What, then, caused the failure of this highly promising enterprise? Hugh 
Mayberry, a shareholder, spoke for the majority at Argyll’s final EGM, and 
indeed for many subsequent commentators, when he observed that 


if the chairman and his colleagues had confined themselves to a 
reasonable expenditure ... they were in possession of one of the best 
motor businesses in the kingdom; and if they developed it gradually, 
the possibilities, in fact the certainties, of a great commercial success 
were theirs ... What had brought about the present unfortunate 
position? ... If a third, or less than a third, had been expended on the 
structure at Alexandria, would it not have been much better?” 


The examples of Albion and Arrol Johnston must have made it obvious that 
the gradualist approach to expansion could work successfully.” All 
concerned were conscious, too, that the new works and offices, epitomised 
by the famous golden dome, were erected for a capacity never achieved. At 
most, 1,000 vehicles per year were manufactured at Alexandria, as against 
the 2,500 planned, and Arrol Johnston’s new Dumfries factory, erected in 
1913 at one-fifth of the cost of Alexandria, could produce 1,000 vehicles per 
year. Explanations such as these, while they contained elements of the truth, 
were based on limited information, and must now be regarded as 
inadequate. So too is the statement, made in several short histories, that the 
death of Govan, by then Argyll’s managing director, was crucial. By the 
time this occurred, he himself was satisfied that the new works, and what 
was produced inside them, constituted a sound foundation for the firm’s 


ARGYLL MOTORS 75 


long-term success.” It is clear also that he took little responsibility for the 
commercial side of the business, which, as may already be suspected, was 
where the problems lay. It is futile, too, to blame the savage recession of 
1907/8. While this was a major problem, it was one which the majority of 
firms managed to overcome. ‘The extensive and increasing importation of 
foreign cars’, alluded to in the press, was also a problem for the UK’s 
producers, then as now.” It does not appear, however, to have disadvantaged 
Argyll more than any other UK company, and should not carry weight in 
explanations of the firm’s collapse. 

There were much more direct causes, salient among which was the 
company’s management of its finances, in which Smith, as chairman, took 
a leading role. It is clear from the bank records, especially, that Smith 
frequently made forecasts of income or loan reduction to the bank that were 
not met, that cash flow planning was rudimentary, or more likely non- 
existent, and that the issue and calling up of loan and share capital was an 
ad hoc affair. This meant that massive contractual commitments connected 
with the building programme at Alexandria were undertaken before 
payment was guaranteed, and without a structured financial plan. It also 
meant that long-term capital was frequently being used to pay off short-term 
indebtedness, in order to finance ongoing levels of working capital, for 
which no initial provision had been made. The public advertising of 
Argyll’s share issues sometimes made this fact clear, pointing to a general 
inadequacy in the techniques of corporate finance at the time, which was 
connected with the absence of a distinct ‘cash culture’ and a paucity of 
financial institutions or advisers skilled in new issues and prepared to 
participate in new industries, especially those in the provinces. 
Underwriting during this period was still gaining respectability, and was not 
widespread, and Thoms and Donnelly note that Rothschilds was the only 
merchant bank with an involvement in the Coventry motor industry.” To lay 
too much stress on the latter, however, seems altogether too kind to Argyll, 
in view of the rudimentary errors committed and the largely cash nature of 
car sales. Finally, while it is in the last analysis the withdrawal or reduction 
of a bank’s support that initiates most corporate collapses, it is difficult from 
the evidence available to fault the bank in this case. 

In evaluating the bank’s role in Argyll’s collapse, several factors must be 
taken into account. The early concentration of motor manufacturing in the 
Midlands had also produced a pool of banking expertise there. While 
vehicle builders still depended on subjective judgements by individual bank 
managers, as Thoms and Donnelly point out, a comparatively large number 
of firms were being financed by local bank branches.” In Scotland there was 
no previous experience of a really large motor manufacturing firm on 
anything like Argyll’s scale. While the Bank of Scotland was Scotland’s 
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largest bank in terms of deposits, it loaned a smaller proportion of these 
deposits than the slightly smaller Royal Bank, and at a time of dropping 
margins, Argyll’s business must have been attractive, the Bank’s lack of 
expertise notwithstanding.” It is noteworthy that English motor 
manufacturers such as Daimler and Humber, following close behind Argyll 
in volume production and factory expansion, also suffered losses in 1907/8, 
as did Rover, Singer and Wolseley. In 1908 Humber’s losses were £23,000, 
Daimler’s £50,000, but with bank support these firms survived. However, 
their borrowing was of a lower order of magnitude than Argyll’s, Daimler’s 
standing at £65,000 in 1908." Moreover, Daimler and Humber possessed a 
significant advantage over Argyll — they had been in existence longer, and 
in the case of Humber, descended from a long-standing bicycle business. As 
Payne (quoting Shannon) plausibly notes, older companies tend to foster 
connections and goodwill that keep them stable and free from insolvency.” 

On balance, though, the Bank of Scotland, with its very large uncovered 
exposure, appears to have made an understandable and rational decision to 
deny Argyll the support it required to remain in business. Certainly, the 
unsecured element of borrowing was reduced by the bank over a relatively 
short time, but plenty of warnings had been given over a three-year period 
in a context of frequently broken promises and persistent economic 
uncertainties. If the Bank is to be faulted at all, it should perhaps attract 
criticism for the relative laxity it showed towards the firm in 1906, but this 
was Offset to some extent by its later patience. 

It should be noted that dividend and capital gearing policies at Argyll 
were of little relevance given the magnitude of the fundamental problems. 
From 1905 to 1907, dividend distributions equated to profits, which, while 
it was not desirable, in view of the financial pressures Argyll was under, was 
perhaps necessary to placate a market that was intermittently tapped for 
fresh capital. In arranging the financial structure of a firm’s capital, due 
attention must be paid to the effects on profit and cash flow if a high reliance 
is placed on fixed interest stock such as preference shares or debentures, as 
compared with ordinary shares. Argyll opted for an even balance of 
ordinary shares and fixed interest capital, a blend that had served Hozier 
well in the past and which would not be considered unduly risky in 
comparison with other firms and the profits which were being made in the 
trade.“ While it was ultimately the failure to pay debenture interest that 
triggered the collapse, as has been indicated, this had more to do with other 
fundamental problems than with the gearing structure chosen. 

Due consideration must also be given to the implications of product and 
marketing strategy. In general, as has been said above, Argyll’s achievement 
here was undoubtedly strong, although the radical updating of models in 
1907, with high write-offs of obsolete parts, was probably a mistake born of 
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panic. But there was no inherent weakness in Argyll’s decision to compete 
over a wide range of models, indeed it appears to have been ahead of its 
time in that it “designed for a price’ rather than ‘pricing a design’. This 
model policy had been introduced long before the move to Alexandria, as 
was noted earlier, and provided a foundation for the very success that gave 
rise to the flotation of Argyll Motors Ltd and the move out of the Hozier 
Engineering plant at Bridgeton. It is clear that the falling sales and falling 
margins of late 1906 onwards were widespread throughout the trade rather 
than the result of marketing or product strategies. Argyll’s model policy, 
however, undoubtedly called for the holding of a wider range and 
consequently higher value of stock than might otherwise have been 
required. Nevertheless, in spite of the model diversity, stock stood at only 
£54,000 at the end of the 1905 financial year, before the move to the new 
plant, and at the end of a period when some 550 units were sold. By the end 
of the next financial year, after the opening of the new plant, when some 800 
units were sold, stock stood at £207,000. One year later, stock still stood at 
£187,000, and it had only reduced to £180,000 at the time of the liquidation. 
A conservative approach to the holding of stocks would have dictated that 
chassis were not laid down until both orders and deposits were received, a 
practice that was widespread in the Midlands and exemplified by Austin.” 
This would have minimised the amount of cash locked up in stock and still 
made it possible to service customer requirements. It is clear, however, that 
Argyll had adopted the practice of laying down new models at the end of 
each year, when business was slow, for the following spring. This was 
widespread among the larger manufacturers, and consistent with a drive for 
economies of scale through batch production techniques. Even so, a stock 
of £207,000 was enormous. At a crude estimate, taking into account sales 
of 1,000 units per annum and a reasonable profit margin over total cost, the 
stock held was equivalent to 600-700 vehicles, or eight months’ supply. For 
reasons already given, it is clear this had nothing to do with the variety of 
vehicles produced. The stock had been amassed in 1906, when the savage 
recession affecting the industry had begun to bite, in the hope that demand 
would soon pick up. 

Argyll was not alone in this regard. By 1908, with the recession in the 
industry still persisting, Daimler’s stock stood at a massive £300,000, but 
the difference was that this firm’s overdraft was only £65,000 and its 
relations with bankers superior to Argyll's.” Argyll, however, with its 
bankers pushing for loan reductions almost from the beginning, and its 
unstructured approach to cash planning, must in the circumstances be 
adjudged reckless. There were many pressures, not least the need to keep up 
appearances for the sake of actual and potential investors and customers, 
and it must be recognised, even today, that appearances are important. As 
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British Leyland has found to its cost in recent times, a business known and 
seen to be ailing loses customers, for whom a car is a symbol of prestige. 
Falling profits, share prices, layoffs and the other signs of difficulty tend to 
produce what Aldcroft refers to as a ‘downward, vicious spiral’, precisely 
what happened to Argyll, in spite of its attempts to mask realities.” 

In weighing the causes of Argyll’s collapse, there is no doubt that chief 
among these was poor financial management: in 1905, inadequate cash was 
raised for working capital, and in 1906 working capital was therefore 
financed by bank overdraft, at a time of massive and imprudent stock 
building. In 1907, the bank overdraft was reduced through the issue of share 
and debenture capital. By 1908, cash flow, weakened by the trade 
depression and a reluctance among investors to buy Argyll stock, was 
insufficient to meet fixed costs and debenture interest, and liquidation 
ensued. In contrast, Argyll’s technological achievements in design and 
production engineering were entirely praiseworthy, and the firm’s sales and 
marketing efforts were not to blame for the price cutting and low volumes 
of sales that characterised the UK market from late 1906 until 1909. The 
raising of a higher initial capital, coupled with structured and planned 
arrangements with the bank for working capital and a conservative approach 
to stock building if combined with these factors would have given the 
company a far greater chance of survival and long-term success. 

The question of the scale and expense of Argyll’s facilities, a strategic 
matter alighted on immediately by disgruntled shareholders at the time of 
Argyll’s collapse, requires evaluation. Taking Saul’s estimates of Argyll’s 
output, some 100 vehicles were sold in 1903, 300 in 1904, 550 in 1905, and 
800 in 1906.” The 1906 figure resulted in a profit of £46,000, although only 
partly based on Alexandria’s output. It would have been reasonable, 
therefore, to assume that sales growth of 200—250 units per annum could be 
sustained, and on the evidence available it is conceivable that within four or 
five years the new plant might have been fully utilised. It is a fact, too, that 
in 1907, with sales perhaps totalling the same as 1906, Argyll was close to 
profitability. 

None of these arguments take account of the vagaries of economies, 
which bring about fluctuating demand conditions affecting sales volumes, 
prices and profits. It would seem unfair to fault Argyll’s promoters for 
failing to foresee the savagery and length of the trade depression of 1906-9. 
On balance, the risk they took was in some senses a reasonable one. 
Quantitatively, however, it was a risk of tremendous proportions. Payne has 
pointed out that at the end of the previous decade, new Scottish limited 
companies had an average initial capitalisation of £40,140.“ Argyll 
exceeded this by a multiple of ten, and by the third year of its existence, 
judged by called up capital, was almost one-third the size of Beardmores, 
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one of Scotland’s largest manufacturing companies, which had been built up 
over almost half a century. In addition, manufacturing was the riskiest sector 
of the Scottish economy, and had long been so. It is a matter of individual 
judgement, in the last analysis, as to whether a risk of this magnitude 
constituted strategic mismanagement on the part of Argyll’s directors. 

It has to be remembered, however, that a gradualist approach to erecting 
the facility at Alexandria would not, in any event, have guaranteed success, 
if coupled with inept financial management of the type displayed. 


VI 


In the wake of the collapse, Smith moved off to take up directorships with 
Bryant & May and the National Telephone Company, indicating, perhaps, 
that Argyll’s failure may have been seen as stemming more from the trade 
recession than anything else. A scheme of reconstruction resulted in the 
following opening balance sheet for the new company, which was called 
Argyll’s, Ltd (Table 3): 


TABLE 3 
PROPOSED OPENING BALANCE SHEET, ARGYLL’S LTD 
Liabiliti 
Debenture Issue £144,000 As valued £322,523 
Income Debenture Stock 75,000 Cash from Share Issue 76,926 
Ordinary Shares 209,798 Goodwill 22,349 
428.798 428,798 


Preference and ordinary shareholders had received 6s. 4d. (33p) in stock 
value for each £ unit previously held, provided they contributed the same 
amount in cash, and asset values were cut down by 50 per cent. To give the 
new company a chance to consolidate, the preference shares were non- 
cumulative, and the debenture holders were denied the right to foreclose for 
four years. In the course of the liquidators’ meeting, it was revealed in 
explaining the collapse that ‘£750,000 had been lost through defective 
oncost’, a statement that seems to indicate that cumulative, unrecovered 
overheads were of that magnitude, a statistic not in itself significant, but 
merely highlighting the chronic throughput problem of the new works.” A 
completely new management was appointed, with Col. J.S. Matthew of the 
Dunlop Company, a major creditor, as managing director. 

The only surviving balance sheet for the new company indicates that in 
the first year of trading, 1909, little profit seems to have been made, but that 
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cash stood at £91,823.% Subsequent events, although they cannot be 
verified, seem to have taken a quixotic tum under Matthew's direction. 
There is no doubt that, during that time, a series of beautiful and technically 
advanced vehicles was produced, thanks chiefly to the presence of M. 
Perrot, a vastly experienced automobile engineer who was in charge of 
design, and, as before, a wide range of cars was produced. Contrary to all 
the advice from his directors, however, Matthew decided to adopt and 
develop the sleeve valve engine, the invention of Peter Burt of Glasgow. 
The engine exhausted through vents in the cylinder walls, actuated by a 
system of levers and springs, and dispensed with the need for valves and 
tappets.“ A number of early manufacturers toyed with the engine, but 
Argyll was the only Scottish firm to embrace it. As well as requiring 
massive development costs, the engine was bedevilled with litigation. 
McCollum, a Canadian engineer who claimed to have patented it earlier, 
first of all had to be compensated at great expense. While the engine was 
technically successful and was fitted to a great many Argyll cars after 1911, 
it was soon the subject of a lawsuit instigated by Daimler-Knight. Argyll’s 
successful defence entailed heavy legal costs. In spite of having achieved 
annual sales of over 500 units from time to time, Argyll’s liabilities 
exceeded its assets by some £80,000 when it was finally wound up in 1914, 
whereupon the factory was sold to the Admiralty.“ Remarkably, the last 
Argyll chairman, R.W. Blackwell, who had just succeeded Matthew, 
condemned his predecessor’s obsession with the engine, which, he 
calculated, had cost Argyll £50,000, and thus was the main cause of the final 
collapse.“ Undoubtedly, the pursuit of a popular range of conventional cars 
would have been a less risky option. In sum, the Argyll enterprise, both 
before and after its initial collapse, suffered from poor management, a 
conclusion which adds weight to McDonald and Browning’s thesis that this 
was the general reason for the early Scottish car industry’s near failure.“ 
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APPENDIX 1 


ARGYLL MOTORS LTD 


BALANCE SHEET AS AT 30 SEPTEMBER (£) 





Works, buildings, and machinery 


Ground and buildings, Alexandria and Bridgeton 
Machinery, plant, and tools, Alexandria and Bndgeton 


Stock in hand 
Drawings and patterns 
Office furniture and stationery 
Sundry debtors, less reserve 
Investments - fue duties 
Investments - representative companies 
Calls in arrear 
Debenture service account balance 
Cash and bills in bank and on hand 
Cash on hand 
Bills receivable 

Carry forward 


Broaght forward 
Dividends (balances) 


Creditors 


Debentures 

Net tangible assets 

Prelimmary expenses 

Goodwill 

Total net assets 

Capital: 

Ordinary shars, £1 each 

Cumulative preference shares, £5 each 
B preference shares, £1 each (50p. paid) 
Prepaid calls, less £1,577 in arrear 
Total capital 











1907 1906 1905 
- ~ 161,341 
251,306 221,934 = 
227,868 197,720 = 
186,686 207,228 53,874 
9,519 3,910 = 
1,418 1,490 -— 
37,445 28,266 23,517 
11,090 11,090 5,513 
14,828 8,250 - 
- 1,759 = 
7 18 - 
902 ~ 7,969 
= or = 
9,058 2,681 - 
750,127 685,248 252,214 
750,127 685,248 252,214 
= 15.125 16.782 
750,127 670,123 235,432 
132.271 238.816 34.629 
617,856 431,307 180,803 
169.490 = 104,350 = 
448,366 326,957 180,803 
14,934 12,529 7,686 
68.474 68.474 68.474 
231774 407,960 256,963 
350,000 ~ ~ 
150,000 — - 
18,132 - — 
7,892 ~ - 
326,024. 369.701 244.904 
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ARGYLL MOTORS LTD 
PROFIT AND LOSS ACCOUNT FOR THE YEAR ENDED 30 SEPTEMBER 

1907 1906 1905 
Trading profit 80,790 134,205 70,649 
Trade expenses and salaries 79,461 59,290 37,132 
1,329 74,915 33,517 
Interest 13,211 8,936 985 
Dr 11,882 65,979 32,532 
Depreciation 3,331 16,718 3,976 
Dr. 15,213 49,261 28,556 
Written off preluminary expenses - 3,132 1,922 
Net Balance Dr. 15,213 Cr. 46,129 Cr. 26,634 
Dividends 16,942 26,802 7,904 
Dr. 32,155 Cr 19,327 Cr. 18,730 
Brought forward 7,230 666 ~- 
Dr. 24,925 Cr. 19,993 Cr. 18,730 
To special preference reserve account - 5,000 3,000 
Carry forward Dr. 24,925 (Cr. 14,993 Cr. 15,730 
Brought forward Dr. 24,925 Cr. 14,993 Cr. 15,730 
To general reserve account — 6,000 4,000 
Dr. 24,925 Cr. 8993 Cr. 11,730 
Directors’ commission — 2,043 ~ 
Dr. 24,925 Cr 6,950 Cr. 11,730 
Hozier Engineering Co. - - 8,878 
Carried forward Dr 24,925 Cr 6,950 Cr 2,852 
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The World’s Largest Industrial Companies 
of 1912 


CHRISTOPHER SCHMITZ 
University of St Andrews 


In a recent review of British business history publications, Martin Chick 
commented, not surprisingly, on the enduring influence of Alfred Chandler; 
observing that ‘one obvious manifestation of this is the continuing 
compilation of lists of large firms, ranked and ordered by varying measures 
of capital and labour’.' The ultimate value of such rankings may be open to 
question. However, there is no doubt that, once due consideration has been 
given to their inherent shortcomings, they do provide, as Leslie Hannah has 
expressed it, a ‘relevant universe’ within which to gauge the evolution of 
the corporate economy.” 

The aim of this short paper is to offer listings of the world’s largest 
industrial companies during the year 1912 (in a few cases during 1913), as 
far as possible on the basis of the stock market valuation of their issued 
equity stock, but also on the basis of gross assets where the former figures 
are not available. It extends summary rankings for America, Britain and 
Germany already provided elsewhere,’ and potentially allows more direct 
comparisons to be drawn between leading industrial corporations on the eve 
of the First World War than has hitherto been possible.‘ Peter Payne’s 
widely cited listing of the largest British and American industrial firms 
around 1904, for example, allows only limited comparison, insofar as he 
ranked the former by the nominal value of issued equity stock, plus loan 
capital, and the latter by nominal value of all authorised equity stock.‘ 
Similarly, Alfred Chandler’s recent tabulation of leading firms during the 
first half of the twentieth century uses gross assets for American and 
German enterprises, and the market valuation of issued equity and loan 
stock for those in Britain.‘ Meanwhile, in a wide-ranging review of 
twentieth-century British corporate growth, Peter Wardley has addressed 
some of the difficulties involved in attempting such rankings, as well as the 
question of contrasting the largest British firms of the earlier twentieth 
century with their United States counterparts. His work, in particular, has 
already gone a long way towards countering a long-standing tendency to 
gauge the strengths or weaknesses of British business enterprise, over the 
past century or more, simply in terms of manufacturing industry, as opposed 
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to the service sector. He has also underlined the fact that Britain’s largest 
firms were indeed global giants, by any yardstick, during the earlier part of 
the twentieth century. However, as far as direct international comparisons 
are concerned, he confined himself to demonstrating that America’s largest 
manufacturing company of 1904, the United States Steel Corporation (with 
a market capitalisation of $788 million) did not dwarf the leading British 
manufacturer, J. & P, Coats (at the equivalent of $205 million), to the extent 
that earlier studies, like Payne’s, had implied.’ 

Tables 1 and 2 list 100 leading world industrial companies in 1912/13; 
the former on the basis of the median market capitalisation of issued equity 
stock, and the latter on the basis of gross balance sheet assets. The 
separation into two listings is intended to reinforce the important point that 
non-comparable measures of corporate size are, of necessity, being 
employed. Standard published sources do allow a majority of leading 
American, British and South African firms to be assessed in terms of the 
median market valuation of their issued equity stock.” However, for a 
variety of reasons, many large-scale enterprises cannot be evaluated in this 
way. A particular difficulty arises in assessing large-scale German industrial 
enterprises of this period, inasmuch as there appears to have been a very 
limited public market for their securities, compared with the active tumover 
of British, French and American corporate securities in the London, Paris 
and New York stock exchanges.” Consequently, Germany’s largest firms 
were ranked on the basis of their 1913 gross balance sheet assets." A similar 
problem unfortunately arises with some leading American firms, for 
example Armour and Eastman Kodak, where a majority of the stock was 
closely held by family groups.” Yet other United States corporations which 
are considered, including John Deere, E.I. du Pont de Nemours and 
Pennsylvania Steel, did have openly traded preferred stock, but had 
common (voting) stock which could only be assessed on the basis of its par 
value, since it too was closely held by family groups. In all such cases, these 
firms have also been assessed on the basis of their gross assets." An 
immediate and very pointed qualification to these lists is, therefore, that 
while it can reasonably be assumed that firms represented by market 
valuation (table 1) are realistically ranked in relation to one another, those 
assessed on the basis of gross assets (Table 2) cannot be ranked with any 
particular degree of confidence.“ Nevertheless, a very tentative ranking has 
been suggested, running through the two tables. 

It is further emphasised that capitalisation estimates for individual firms 
in Table 1, compiled solely on the basis of issued equity stock, will not 
necessarily correspond with those in some previously published rankings, 
where these included loan capital. In many cases this makes little or no 
difference, as with J. & P. Coats, Rio Tinto or Shell Transport & Trading, 
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TABLE i 
LEADING WORLD INDUSTRIAL COMPANIES, 1912 
Ranked by Median Market Cxpitahsation of Issued Equity Stock ($ million) 
Firm Country Sector Capital 
1 US Steel USA metals 787.2 
2 Standard Oil (New Jersey) USA oil 399.5 
3 J & P Coats UK cotton thread 300.8 
4 Puliman USA engineering 200.1 
5 Anaconda USA copper 177.6 
6 General Electric USA electrical 173.8 
7 Singer USA sewing machines 172.5 
8 American Tobacco USA tobacco 168.8 
9 International Harvester USA machinery 159.6 
10 British American Tobacco USA-UK tobacco 158.9 
i1 De Beers Consolidated Mines South Africa mining 158.4 
13 Rio Tinto UK copper etc 143.3 
17 Imperial Tobzcoo UK tobacco 111.2 
18 American Sugar Refining USA suger 109.5 
19 Guinness UK drink 109.0 
20 Westinghouse Air Brake USA engineering 101.5 
22 Utah Copper USA copper 94.8 
23 Phelps Dodgs USA copper 94.5 
24 American Smelting & Refining USA mining, metals 92.3 
25 Shell Transport & Trading UK oil 91.0 
26 Standard Oil (Indiana) USA oil 87.8 
28 US Rubber USA tyres 80.0 
30 B F Goodrich USA tyres 74.6 
31 Swift USA meatpacking 74.6 
32 Standard Oi] (New York) USA ail 72.8 
33 National Biscuit USA food 71.6 
34 Standard Oil (Califorma) USA oil 71.4 
36 Brunner Mond UK chemicals 67.5 
37 Westinghouse Electric USA electrical 66.8 
39 Rand Mines South Africa goki mining 64.6 
40 Crown Mines South Africa gold mining 62.7 
43 Liggett & Myers USA tobacco 58.2 
45 Internationa! Nickel USA nickel $7.0 
46 American Can USA metal products 56.8 
50 American Car & Foundry USA engineering 52.2 
52 Calumet & Hecla USA copper mining 51.0 
53 Lever Brothers UK soap 50.7 
54 Prairie Oil & Gas USA oil, gas 50.4 
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TABLE 1 (continued) 





Firm Country Sector Capital 
55 Consolidated Goldficids UK gold mining 46.7 
57 Vickers UK engineering 43.6 
58 Nevada Consolidated USA copper mining 42.4 
60 Maypolo Dairy UK food 41.7 
6i Armstrong Whitworth UK, engineering 40.7 
62 Central Leather USA leather 40.0 
63 American Woolen USA wool 39.6 
64 National Lead USA lead 38.7 
65 American Agricultural Chemical USA chemicals 38.2 
66 Burmah Oil UK oil 38.1 
67 Reckitt & Sons UK chemicals 37.8 
68 Virginia-Carolina Chemical USA chemicals 37.4 
69 Moxican Petroleum USA oil 36.7 
70 American Locomotive USA engineering 36.6 
72 Fine Cotton Spinners & Doublers UK textiles 34.4 
73 Saint-Gobain France glass 34.0 
75 East Rand Proprietary Mines South Africa — gold mining 32.7 
77 Corn Products Refining USA food 32.5 
79 Baidwin Locomotive USA engineering 32.0 
81 Pittsburgh Coal USA coal 31.1 
86 Crucible Steel USA metals 28.6 
87 Texas Co. USA oil 28.6 
96 Republic Iron & Steel USA metals 26.7 
99 Atlantic Refining USA oil 25.8 
100 Vacuum O11 USA oil 25.7 





Sources. See text. 


Figures represent median market capitalisation of issued equity stock, ın millions of US 
dollars at contemporary exchange rates. 


The US firm Amalgamated Copper (capitalisation $117.5 million) is not listed sepa- 
rately as the majority of its assets had been transferred to Anaconda Copper by 1912. 
Briush American Tobacco was formed in 1902 with one-third British and two-thirds 
American ownership, but, following a US Supreme Court ruling, it became an entirely 
British-owned company in the early 1920s. International Nickel was an American- 
registered firm until 1928, when it became Canadian-domiciled. Shell Transport & 
Trading, nominally a British firm, effectively had no independent identity, being part of 
the Anglo-Dutch combine, Royal Dutch—Shell (see note 18). 
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TABLE 2 
LEADING WORLD INDUSTRIAL COMPANIES, 1912/13 
Firms Ranked by Groes Balance Sheet Assets ($ million) 

Firm Country Seotor Asacts 
12 Armour USA meatpacking 156.2 
14 Krupp Germany metals 142.7 
15 Siemons Germany electrical 121.7 
16 AEG Germany electrical 112.5 
21 Gelsenkirchener Bergwerks Germany coal, iron, steel 96.0 
27 E I du Pont de Nemours USA Chemicals 86.0 
29 John Deere USA machinery 76.0 
35 Deutach-Luxemburg Germany metals 67.6 
38 Ohio Oil USA oil 65.6 
41 Pennsylvania Stee! USA motals 62.4 
42 Gewerbe Deutscher Kaiser Germany metals 60.7 
44 US Smelting, Refining & Mining USA mining, metals 57,2 
47 Distillers' Securities USA drink 54.6 
48 Phoenix Germany iron & steel 54.4 
49 Eastman Kodak USA photographic 53.3 
51 P Lorillard USA tobacco 51.5 
56 Harpener Berghau Germany coal 45.2 
59 American Cotton Oil USA oil products 42.2 
71 Harbison-Walker Rofractorics USA bricks 35,0 
74 J I Case Threshing Machine USA machinery 33.1 
76 Hokenlobe Germany coal 32.6 
78 Hibernia Germany coal 32.1 
80 Gutchoffnungshiltte Germany iron & steel 31.7 
82 Bayer Germany chemicals 31.0 
83 BASF Germany chemicals 30.7 
84 Cuhady Packing USA meatpacking 30.5 
85 General Chemical USA chemicals 29.8 
88 Lothringen Hilttenverein Germany metals 28.2 
89 Felten & Guilleaume Cariswerk Germany metals 27.9 
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TABLE 2 (continued) 

Firm Country Sector Amets 
pA RR E 
90 Mannesmann Germany metals 27.9 
91 Hoechst Germany chemicals 27.8 
92 Deutsche Solvay Germany chemicals 27.4 
93 MAN Germany engineering 27.3 
94 Rombacher Hitteawerke Germany metals 27.1 
95 Germany copper mining 26.8 
97 Zellstoff Waldhof Germany 26.6 
98 Thomson-Houston France electrical 26.1 





Sources. See text. 


Figures represent balance-sheet assets in 1912m, or 1913 in the case of German firms. 
Siemens equals the combined assets of Siemens—Schuckert and Siemens und Halske. 


which had no apparent loan stock in 1912. At the other extreme, while the 
British company Watney Combe Reid had an equity capitalisation 
equivalent to $9.2 million, so highly was it geared (as were most other 
leading brewing firms) that the market valuation of its combined equity and 
loan stock amounted to $26.2 million. None of the American firms listed 
here were geared to quite the same degree; the highest, in relative terms, 
being Central Leather with a bonded debt valued at $39.1 million in 1912." 
The principal justification for restricting consideration to equity 
capitalisation in this ranking is that it follows recent practice in the 
international financial press. In this context, the current philosophy would 
appear to be that the market valuation of issued equity stock effectively 
represents, at any given time, a consensus estimation of aggregate 
ownership claims upon a company, as well as reflecting expectations of 
present and future profitability. It also circumvents major difficulties, 
inasmuch as any totally rigorous attempt to estimate equity and loan capital 
for individual firms should include bank debt, for example, as well as 
debenture issues, and the former is probably impossible to calculate in any 
systematic manner, especially in the pre-1914 era.” 

The basis for including companies in these lists is that they were 
primarily engaged in industrial activities, including manufacturing, mining 
and petroleum extraction; the same frame of reference that guided Alfred 
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Chandler in compiling his various rankings of American, British and 
German firms.” They therefore exclude companies which were essentially 
involved in retailing but which had relatively unimportant manufacturing 
interests, such as the leading United States mail-order organisation Sears 
Roebuck, which had a median stock market valuation of $82.0 million in 
1912.” The exclusion of such enterprises raises the contentious question of 
what exactly should be included in these kind of corporate rankings, and a 
strong argument can be made for widening the net to include service sector 
firms in general.” It is certainly the case that the largest transportation and 
banking enterprises in western Europe and the United States would have 
dominated any broad-based ranking.”' Nevertheless, it has been decided, in 
this instance, to follow the practice adopted not only by Chandler but also 
by Fortune magazine, where firms are generally excluded from their annual 
rankings if less than 50 per cent of their turnover arises from manufacturing 
or mining. 

A further note of caution should be sounded about these tables: whilst 
the upper reaches are likely to be fairly all-inclusive of the world’s largest 
firms — measured in these terms — as one progresses downwards, the 
probability of missing candidates for listing is bound to increase. 
Consequently, these implied rankings have to be treated with considerable 
caution since more certain data would only result from a far more 
exhaustive and time-consuming examination of the sources than was 
possible for the present exercise. It is also the case that the capitalisation 
values (and equally asset, employment or sales figures) for the total 
population of firms would, if known, almost certainly approximate to a 
normal distribution curve with its characteristic long ‘tail’. This 1s reflected 
in the way in which the capitalisation (or other distinguishing) values 
become closer together as one goes further down the lists, making 
individual rankings seem increasingly arbitrary. 

The absence of Japanese firms may seem surprising, given their 
increasing prominence later in the twentieth century. In part this is due, 
rather like the German case, to the lack of an effective public market in the 
securities of Japan’s leading enterprises. It is also partly a result of the 
distinctive nature of Japanese corporate evolution between about the 1870s 
and 1930s, with the development of some very large scale but loosely 
defined business organisations — the zaibatsu — the largest of which was 
controlled by Mitsui family interests immediately before the First World 
War. These zaibatsu generally represented rather nebulous constellations of 
mining, manufacturing and trading firms, independently linked to a core 
financial firm. Consequently, it is difficult to assign any specific figures to 
organisations like Mitsui; whether relating to sales, assets or capitalisation. 
However, the magnitude of one of its core enterprises gives some indication 
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of the scale of operations: Mitsui Gomei Kaisha being formed, in 1909, with 
a nominal capitalisation of 50 million Yen (about $25 million), in order to 
take over centralised control — in particular, the financial co-ordination — of 
the diffuse Mitsui business interests.” A more general problem remains, 
however, in attempting to compare leading American and European 
industrial firms with the Japanese zaibatsu, inasmuch as the corporate 
structure of the latter was quite unlike that of any comparable western 
business organisations of the pre-1945 era.” In terms of comparability with 
the companies in this listing, the largest individual Japanese industrial firm 
of 1912 was probably the Kawasaki Shipbuilding Yard Company, which 
had balance sheet assets of 171 million Yen in 1919 (about $86 million), 
although this was undoubtedly smaller seven years earlier.” 

Taking all 100 firms together, the most prominent of the sector 
groupings represented is oil and mining, accounting for 33 per cent of the 
total; followed by food, drink and tobacco, with 14 per cent. Not 
surprisingly, American enterprises dominate these tables, with 57 per cent 
of the entries; while Germany has 22 per cent and Britain 14 per cent.” 
Something that is perhaps less expected is revealed by the mean 
capitalisation and asset figures for the companies in each of these three 
major industrial economies. As already suggested, it would be grossly 
misleading to directly relate market capitalisation and asset figures, and so 
two sets of comparisons are needed. As regards companies listed by market 
capitalisation (Table 1), the mean for those in the United States is $96.7 
million, while for those in Britain the figure is $82.6 million. Indeed, if the 
United States Steel Corporation, with its disproportionately large 
capitalisation, is omitted, the mean American figure falls to $81.0 million — 
marginally below that for Britain. Comparing American and German firms 
listed by balance sheet assets (Table 2), the figures are $59.5 million and 
$50.3 million respectively.” These calculations clearly support the recent 
arguments forwarded, amongst others by Wardley,” which cast serious 
doubt on long-standing generalisations about British firms, in particular, 
being very much smaller than their American counterparts in the earlier part 
of the century. Taking this point further, it might even be argued that, 
relative to the sizes of their respective economies, British firms were 
actually larger than their American counterparts at this time, whilst German 
firms were not greatly dissimilar in order of magnitude.” 

The size distribution of firms, however measured, provides us with 
useful insights into the relative evolution of corporate capitalism in different 
economies and sectors since the later nineteenth century. At the same time, 
it must be acknowledged that this represents only part of the picture, and 
that appropriate consideration must be given to widespread variations in the 
organisational structure of these enterprises; distinguishing, for example, 
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the continuing dynamism of family-centred firms in many areas, as well as 
other institutional alternatives to transaction internalisation in the business 
environment. 


NOTES 


I am grateful to Leslie Hannah for suggesting that I write this short paper, as well as for a number 
of very helpful comments on my evolving ideas. The usual disclaimer applies. 
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by gross sales are available annually from 1956 onwards. 
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Twentieth Century’, Business History, Vol.33 (1991), pp.278, 288. 

To aid comparison, all valuations have been converted to US dollars at contemporary 
exchange rates. It could be argued, however, that American and German tariff protection 
around 1912-13 resulted in generally higher price levels than in Britain. Consequently, a 
comparison based on an exchange rate basis, rather than a common purchasing power parity 
basis, might tend to under-rate the scale of British firms. However, it was felt this was only 
a potential problem when comparing balance shect asset values. As regards comparative 
equity valuations, it was assumed that the existence of a healthy transatlantic market in 
stocks, particularly Amencan ones in London, ensured the setting of standardised prices 
which transcended any differences in real exchange rates ~ unless significant potential for 
arbitrage were admitted, and this does not seem to have been the case at this time; see R.C. 
Michie, The London and New York Stock Exchanges, 1850-1914 (London, 1987), pp.68~9. 
American data on stock issues and 1912 high-low price ranges were obtained from Moody's 
Manual of Industrial Securities (New York, 1914) and the New York Times, 6 June 1913 
British and South African company data were taken from T Skinner, Stock Exchange Year 
Book for 1913 (1913) and the Economist magazine’s weekly listings of share prices during 
1912. The French firm Saint-Gobain’s 1912 market valuation is given by M. Lévy-Leboyer, 
in N. Horn and J. Kocka (eds.), Recht und Entwicklung der Grossunternehmen in 19. und 
frithen 20. Jahrhundert (Law and the Formation of the Big Enterprises in the 19th and Early 
20th Centuries) (Gottingen, 1979), p.452. Of the hundred firms listed, 63 per cent are 
represented by market capitalisation and 37 per cent by gross assets. 

A theme discussed, in part, by R Michie, ‘Different in Name Only?: The London Stock 
Exchange and Foreign Bourses, c.1850-1914’, Business History, Vol.30 (1988), pp.46-68. 
As listed in W. Feldenkirchen, ‘Concentration in German Industry 1870-1939’, in H. Pohl 
(ed.), The Concentration Process in the Entrepreneurial Economy since the Late 19th 
Century (Wiesbaden: Zeitschrift fur Unternechmensgeschichte no.55, 1988), p.144. It may 
well be the case that extensive research tn German business archives and pre-1914 
commercial publications would yield a number of comparable estimates for market 
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capitahsation. However, the likelihood that such an exercise would be enormously time- 
consuming, if possible at all, is underlined by the fact that leading German business 
historians Hke Pohl have apparently not ventured beyond producing rankings based upon 
asset values. 

One American firm which slips through the net completely is the leading vehicle 
manufacturer of the immediate pre-1914 era, Ford. So closely was this controlled by its 
founder-owner, Henry Ford, that no asset figure is apparently available before 1917, when 
this stood at $165.9 million; A.D. Chandler, The Visible Hand: The Managerial Revolution 
in American Business (Cambridge, MA, 1977), p.510. On the basis that the less productive 
General Motors Corporation had a market valuation of $17.5 million in 1912, it could be 
suggested that if Ford had been a quoted company at that time, it would perhaps have bad a 
market valuation somewhere in the range $25 million to $50 mullion, and so might have 
entered the lower half of this list. 

Gross asset figures for American firms are taken from Moody’s Manual of Industrial 
Securities (New York, 1914). The asset figure for the French firm Thomson—Houston 1s 
taken from J. Houssiaux, Le Pouvoir de Monopole (Paris, 1958), p 270. 

An attempt was made to quantify the relationship between balance sheet assets and equity 
market capitalisation for 53 leading American firms for which both sets of figures were 
available. As regards the disparity between the two values, these ranged from Westinghouse 
Air Brake with $24.2 and $101.5 million respectively, to Lackawanna Steel with $93.7 and 
$14.7 million. American steel firms, in general, appear to have had much lower market 
valuations than their asset figures might suggest, whilst Moody's Manual explained 
Westinghouse Aur Brake’s exceptional market valuation in terms of its very high earnings 
and total lack of debt. Overall, the correlation between assets and equity valuation for the 53 
firms initially appears quite strong, at + 0.935. However, removing US Steel with its 
disproportionately large capitalisation, reduces the figure to an unconvincing + 0.626. 
Regressing equity valuation on assets for the remaining 52 firms produces the following 
equation (with standard error terms in brackets). 


EQUITY = 1.47 + 0 6824 ASSETS 
(11.03) (0.1201) 


r= 0392 


Whilst firms ranked by assets clearly bear no obvious relationship with those ranked by 
market valuation, ıt may also be the case that the former do not bear any particular 
relationship with one another, due to different accounting practices This would be especially 
true when attempting to reconcile German and American accountants’ assessments of 
balance sheet assets. 

This applies in particular to the British lists compiled by Chandler and Payne, referred to 
above, as well as those for 1919 and 1930 in L. Hannah, The Rise of the Corporate Economy 
(2nd ed 1983), pp. 102-3, 189-90 

The largest bonded debt for any American (and perhaps world) corporation at thts time was 
US Steel’s massive $643.1 million, at median market valuation. 

At the same time, it avoids a measure of confusion that sometimes appears in discussion of 
the relative sizes of firms, because non-comparable measures are employed. Wardicy, to take 
a recent example, ranks his British firms on the basis of equity and debentures, but contrasts 
them with an equity-only valuation for United States Steel in 1904; ‘Anatomy of Big 
Business’, pp.278, 288 

Chandler, Visible Hand, pp.503~12; idem, Scale and Scope, pp.638-721. A partial exception 
to this rule ıs the British-registered company, Shell Transport & Trading, which was solely 
an oil shipping and marketing enterprise in the years before tts amalgamation with the oil- 
producer, Royal Dutch, at the end of 1906 (on the basis of 60 per cent Netherlands and 40 
per cent British ownership, and with top management recruited largely from the former 
country). Thereafter, Shell was m no sense an autonomous company, despite its separate 
British legal identity. Royal Dutch, in its own terms, was clearly a very large firm in 1912/13, 
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but assessing its market capitalisation is difficult. The nominal value of its issued capital at 
this time was 56 million guilders, equivalent to about $22.7 million However, it was 
distributing annual dividends equal to around $16.5 million and if a relatively conservative 
price-yield relationship of 5:1 or 6:1 were assumed, this would imply a full market valuation 
would have been somewhere between about $80 million and $100 million; Royal Dutch, 
Royal Dutch, 1890-1950 (The Hague, 1950), pp 10,19. This, in turn, would suggest that the 
total valuation of the Royal Dutch—Shell combine should have been in the region of $180 
million, confirming its contemporary position as a closer rival to Standard Oil of New Jersey 
than the separate figure for Shell would otherwise indicate. 

Another large American retailer excluded from the list ıs FW Woolworth, with a 1912 
median market valuation of $69.8 million. 

As argued recently, for example, by P. Wardley, ‘Anatomy of Big Business’, pp.269, 271-4. 
Railway companies would have dominated such a list, as indeed they would have done at any 
time since at least about the 1860s; Chandler, Visible Hand, pp.169, 513; Schmitz, Growth of 
Big Business, pp 19-20. In 1912, the leading American railroad, the Pennsylvania, had 
issued equity stock with a market valuation of $2,812 million, dwarfing US Steel, whilst 
numerous other American railroads had capitalisations in excess of a billion dollars. In 
Britain, the Midland Railway was the largest company, with an equity capitalisation 
equrvalent to $489 million In the financial sector, Britain’s leading banking firm (other than 
the Bank of England), Lloyds, had a market capitalisation equal to $69 million in 1912, while 
the largest German firm, the Deutsche Bank, was valued at $120 million. Public utilities 
would also have figured prominently in a broad-based ranking. American Telephone and 
Telegraph (A.T. & T.) having an equity capitahsation of $480 million, while the Gas Light 
& Coke Company, in Britain, was valued at the equivalent of $112 million. For a 
comprehensive listing of Britain’s 50 largest industrial and service sector firms in 1904/5, 
ranked by market value, see Wardley, ‘Anatomy of Big Business’, p.278 

J. Roberts, Mitsui: Three Centuries of Japanese Business (New York, 1973), pp.140, 172. 
This figure for nominal capitalisation should be contrasted with the 1912 turnover of the 
most prominent part of the Mitsui zaibatsu, Mitsui Bussan (effectively the trading arm), 
which amounted to 359 million Yen (about $180 million); K Yoshihara, Sogo Shosha: The 
Vanguard of the Japanese Economy (Oxford, 1982), pp.315, 317. The implication is that 
Mitsui Bussan had the potential for a market capitalisation considerably in excess of $25 
million in 1912, although it would fail to qualify for inclusion in the present listing since it 
was not primarily engaged in manufacturing 

It might be argued that the most valid point of comparison with the zaibatsu would be the 
type of informal investment networks identified, amongst others, by Stanley Chapman; S.D. 
Chapman, “Bntish-Based Investment Groups before 1914’, Economic History Review, 2nd 
series, Vol. XXXVIII (1985), pp.230-51. 


. K. Nakagawa, ‘Business Strategy and Industrial Structure in Pre-World War I Japan’, in K. 


Nakagawa (ed ), Strategy and Structure of Big Business (Tokyo, 1977), p.17. This asset 
valuation followed a hectic phase of expansion dunng the First World War and it is certain 
the 1912 figure would have been considerably less. In 1896, the largest Japanese industrial 
firm, the Kanegafuchi Cotton Spinning Company, could only muster assets of 3.28 million 
Yen (about ($1.65 million); Nakagawa, ‘Business Strategy’, p.13. 


. Ignoring the jointly-owned British American Tobacco Company. It 1s perhaps worth noting 


the way in which British firms, with the single exception of Fine Cotton Spinners & 
Doublers, are absent from the bottom third of the range. The next largest British firm beyond 
the hundredth place is Metropolitan Carnage, Wagon & Finance, with a market capitalisation 
equal to $25.5 million (which would have qualified rtt for around [02nd place in an extended 
list). In contrast, there 1s a veritable clutch of German firms, predominantly in the chemicals 
and metals sectors, lying ın the bottom quarter of the table. Whether or not this represents a 
relative weakness of British enterprise in the range of medium-large, as opposed to very large 
Organisations, is an issue that could only be resolved by far more extensive comparative 
research It is also worth noting that a number of leading German firms located in Alsace- 
Lorraine, ın particular Lothringen Huttenverein and Felten & Guilleaume Carlswerk, were 
repatriated to the French after 1918, and so disappear from subsequent German l1stmgs. 
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This new edition of Floud and McCloskey is launched with the bold claim that since 
its original publication in 1981 it has become firmly established as ‘the leading 
textbook on British economic history of the modem era’. But this sense of 
achievement has to be set against the fact that in the intervening period there has 
been a steady decline in the popularity of economic history amongst students 
entering UK higher education. If the trend continues (and if anything it shows signs 
of intensifying) the future looks bleak.' In some ways even more serious is the added 
fact that the number of good graduates applying to do research in the subject has 
declined to an extent that the profession will face no problem in contracting its 
numbers through natural wastage. The fading attractions of economic history 
contrast all too easily with the seductiveness of its companion subject of social 
history, with the consequence that the two have tended to drift apart to an extent that 
is not good for the intellectual life of either. Various elements have been identified 
as playing a part in these developments and there seems little doubt that the problem 
is a complex one for which there is no quick and straightforward solution. 

In the search for explanations the sharpest criticism has focused on what is 
judged to be the excessive and essentially uncritical application of economic theory 
to historical issues. The attendant construction of counterfactual worlds is seen as 
reducing historical enquiry to a kind of game based on neoclassical economics and 
played according to statistical rules designed to eliminate awkward and unyielding 
qualitative evidence. It is a matter for debate whether such criticism is, itself, 
excessive, but what is far less in dispute is that the form if not the intention of much 
of the so-called new economic history is such as to make the subject less accessible 
and less interesting to potential students. And it is important to note that this 
textbook was originally devised as a means of confronting ‘the fears, doubts and 
misunderstandings’ which new economic history had aroused in the 1970s. The 
editors might rightly claim to have achieved some success in their original aim, but 
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whether they are correct in their now-confident assertion that the role of economic 
theory and statistical analysis in economic history is no longer a major issue, is by 
no means certain. In short, to what extent do these three volumes confirm their 
optimism and herald a new surge of enthusiasm for the subject? 


H 


In attempting to evaluate the claims made by the editors it seems appropriate to 
apply two tests. First, to what extent do these volumes provide a comprehensive 
economic history of Britain during the past 300 years? Secondly, are the manner and 
form of presentation likely to stimulate new interest, or at least to sustain the 
existing level of interest, in economic history among students? Before they even get 
going on the text, however, many students might experience a frisson of anxiety 
when they read in the introduction ‘that economists have come to see Britain’s 
history as a laboratory for economic science’. But they should perhaps be warned 
that economic history has never been a subject for the faint-hearted. 

The chronological divisions provide coherent and manageable time spans, 
though a case might be made for dividing Volumes 2 and 3 at 1931 instead of 1939 
so that the Second World War could be placed in a longer-term economic context 
rather than being presented necessarily as an economic watershed. The basic 
problem, however, is that this chronological framework does not incorporate 
sufficient internal design. A two-page editorial introduction is repeated in each 
volume. For the rest, the individual authors are allowed to speak for themselves. 
Some do this excellently and no-one does it incompetently. But on certain groups of 
topics the impression at times is that they are all speaking at once. Given the quality, 
range and diversity of individual chapters, large benefits could have been gained if 
the editors had provided interpretative and linked introductions for each of the three 
volumes. Whilst the editors are right to emphasise the value and importance of 
differences of approach and analysis, it would have been immensely helpful to 
students if they had sketched out the main issues around which this diversity occurs. 
Of particular value would have been some signposting of the different theoretical 
positions adopted by various authors. The index is excellent in defining technical 
terms and giving brief descriptions of economic theories, but it doesn’t help the 
reader to understand the salient points at issue in the application of theory, as 
between one chapter and another. The problem is exacerbated by different levels of 
theoretical sophistication and the varying willingness with which authors are 
prepared to make explicit their theoretical predilections. Thus Capie and Wood 
provide a nice blend of theory and history in dealing with money and the economy 
between 1870 and 1939, whereas in comparison, Thomas on the macroeconomics of 
the inter-war years is likely to be found hard going, even when due allowance is 
made for his more difficult brief. 

Expanded introductions could have included guidance on the nature and use of 
statistical evidence. A reviewer of the first edition commented that a few statistical 
sources had been accorded canonical status despite the careful and repeated 
disclaimers of their original authors; the same automatic acceptance of statistical 
writ is still too much in evidence.’ A worrying example is MacKinnon’s account of 
living standards between 1870 and 1914, which draws heavily and uncritically on 
Feinstein’s cautious revisions of earlier data. Among other slacknesses in this 
chapter, some of the illustrative tables are not clearly defined in geographical terms. 
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By contrast, Baines’ chapter on population, migration and regional development 
between 1870 and 1939 and Floud’s mainly statistical survey of the period 
1860-1914 are good examples of how it should be done. In general, however, the 
approach to statistical evidence gives too much weight to the economist’s quest for 
precision and not enough to the historian’s understanding of the need for scepticism. 

Volume 1 exemplifies a number of the strengths and weaknesses of the whole. 
After the standard editorial introduction, the first chapter by Kussmaul is a highly 
condensed and quite technical account of the pattern of work in the early eighteenth 
century, which doesn’t conform to ‘straightforward and jargon-free’ fare said to be 
on offer ‘to first and second-year university students’. The survey piece by 
McCloskey occurs in the middle of the volume (which is perhaps fortunate) and 
covers the latter half of the period only. He juggles with a number of analytical 
techniques in a somewhat amusing but gimmicky way, the overall effect of which is 
likely to convey a negative and confusing impression to the student seeking 
enlightenment. One by one he subjects the ‘causes of growth’ to extremely 
simplified, static tests based on neoclassical arithmetic. By this means foreign trade, 
transport, enclosure, natural resources, specialisation and the division of labour are 
reduced to marginal significance in terms of their individual contributions to 
growth. Along the way he makes a strong plea for the use of price data in the 
measurement of productivity, but the approach is so one-sided and simplified that 
the opportunity to take the reader through the problems of measuring productivity 
in this way, or any other way, is completely missed. Rhetoric plays a major part in 
this chapter and the reader is finally led to the hypothesis that what makes the 
economy tick is not quantities of this or that but the nexus of persuasion. ‘What 
makes alertness work, and gets its power [sic] is persuasion. At the root of 
technological progress, one might argue, is a rhetorical environment that makes it 
possible for innovators to be heard’. The reader is thus invited to ponder persuasion. 
McCloskey ends where he might have begun: “We need an account of the age of 
industrialisation that admits into the tale the characteristic faculty of human nature, 
which is to say a combination of reason and of speech, the economic historian’s 
calculations and the social historian’s sensibilities’. Sagacious comment, no doubt. 

The editors’ reticence could have easily been compensated for in Volume 1 if the 
excellent second chapter by Mokyr on technological change between 1700 and 1830 
had been made the opening one. It is wide-ranging, well illustrated, blends theory 
with evidence and gives a sense of importance and excitement to the subject. It will 
certainly get star rating on many undergraduate reading lists. Crafts provides a brief, 
mainly statistical, specification of the Industrial Revolution. This chapter is 
followed by Schofield on population, Allen on agriculture, Berg on factories, 
workshops and industrial organisation and Neal on the finance of business. Together 
these chapters bring out clearly the contrasting explanations of why England was 
first. Overall the reader is likely to gain the impression that Landes is correct in 
claiming that ‘big processes call for big causes’.‘ This view is reinforced by 
O’Brien’s chapter which provides one of the rare pieces that examine the process of 
economic change from the standpoint of political economy. 

The 1970s period piece is produced by Harley who engages in vigorous counter- 
factual model building in order to claim that the positive contribution of trade to 
growth was not particularly significant. The obvious problem with this kind of 
analysis is its static nature which does not sufficiently take account of the role of 
trade in the dynamics of economic change. Of particular importance is the 
interrelationship between trade on the one hand and comparative advantage (which 


100 BUSINESS HISTORY 


18 not God-given) and the development of the domestic economy on the other. 
However dependent on trade, the historical fact is that British economic 
development was not independent of trade. And this relationship extends to include 
the wide range of non-quantifiable elements which were part of the process of 
commercialisation. At no point does Harley consider how contemporary perceptions 
of the importance of international trade affected the attitudes, expectations and 
actions of agents in the wider sphere of economic activity. Of course, many of these 
things have the awkward characteristics of being identifiable yet unquantifiable. 

Volume 2 opens with a clearly presented survey chapter by Floud, though 
unfortunately it is mainly restricted to an analysis of key statistical data and covers 
the period only up to 1914, and 1s thus yet another example of the lack of 
consistency in chronological coverage within each of the volumes. In addition to the 
chapters by Baines and by Capie and Wood, there are wide-ranging surveys of 
entrepreneurship by Pollard and of agriculture by O’Grada. Lee bangs the drum for 
the service industries, though perhaps a little too loudly. His emphasis on the 
contribution of services to the economy in contrast to manufacturing underplays the 
importance of their interdependence. And, notwithstanding problems of definition, 
there is the danger of claiming too much for the performance of services when they 
are placed within the far from impressive productivity performance of the economy 
as a whole during the late nineteenth and early twentieth centuries. Furthermore, the 
evaluation of the role of services in the performance of the economy differs 
according to whether they are viewed from the side of production or from that of 
consumption. 

For this period, the counter-factual model is most active in Edelstein’s 
cost/benefit analysis of the British Empire. The trick is to construct two imaginary 
worlds; in one the Empire developed as it did in reality but at the moment of 
measurement of the gains to Britain (1870 and 1914) it suddenly acquired ‘the 
political independence and power of the US, Germany or France in its economic and 
political relations with Britain’; in the other world there was no Empire. These 
creations are compared, in turn, with a minimally and mainly statistically specified 
‘real world’. The conclusions are somewhat uncertain, not least because Edelstein 
recognises that even in narrow economic terms there are other, but unquantifiable, 
dimensions to the Empire; and the distinction between economic and, say, strategic 
interests is difficult to disentangle. Moreover, what would South Africa or Australia 
really have been like without Empire settlers? Might one assume that there would 
have been no Boer War? If not, the economic consequences of this would have been 
considerable. The more general issue is that this kind of analysis reduces historical 
enquiry to a kind of game which is good fun but in which investigation of what 
actually happened becomes of secondary or little importance. 

Readers of this journal may well express justified disappointment that business 
history has not been given more prominent treatment. The first volume is probably 
best served with chapters on industrial organisation and the finance of business; in 
Volume 2 business organisation and development is examined mainly through the 
prism of entrepreneurship, and in the last volume the work of business historians is 
used as a source of examples to illustrate particular themes. The exception is an 
outstandingly good chapter by Hannah on the state ownership of industry. But, taken 
together, these contributions hardly reflect the enormous vitality of this branch of 
the subject during the past half century. Perhaps the editors took the view that 
business histonans tend to operate a little too dogmatically in the real world. 
Likewise, the treatment of labour is limited and concentrates mainly on the factor of 
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production approach to the exclusion of a consistent treatment of labour 
organisation, beyond a somewhat discursive chapter by Lazonick which does at 
least have the virtue of covering the whole period from 1860 to 1939. For the post 
Second World War years, during which the role of organised labour has been a major 
issue by any measure, the reader has to be content with Broadberry’s analysis of 
employment and unemployment which focuses on the somewhat fluid concept of 
the non-accelerating inflation rate of unemployment (NAIRU). As in the case of 
business history, labour organisation and industrial relations have been particularly 
active areas of research in recent years though, once again, their great strength has 
been in terms of their institutional approach and the extent to which they draw on 
theoretical approaches beyond the narrow confines of economics. Yet, in what 
purports to be a comprehensive economic history of Britain, these omissions are not 
defensible. 

The third volume stands in some contrast to the other two since it is largely 
concemed with policy and performance. In addition to Hannah on the nationalised 
industry and Broadberry on the labour market there are two vintage surveys by 
Cairncross covering the whole period, a comprehensive account of monetary policy 
by Howson and very useful pieces on the war economy, economic policy and 
industrial performance by Howlett, Millward and Tomlinson respectively. Johnson’s 
chapter on the welfare state is a model of exposition. It offers just the right kind of 
balance between theory and history that students respond to. Of course, this chapter 
falls within the ambit of social history so maybe there is a lesson here. 

The remaining two chapters, by Feinstein and Supple, in their different ways 
strike notes of optimism. For Feinstein, taking his cue from catch-up and 
convergence theory, the British economy did as well as could be expected until the 
1970s and since then has been in the metamorphic state of catch-up, so that the best 
is yet to come. For Supple, the experience of relative economic decline should not 
be allowed to cloud vision and dampen spirits since ‘living standards have risen, 
affluence has been diffused, wealth has accumulated’. Convincing or not, these two 
chapters demonstrate how to present arguments in ways which are challenging and 
likely to encourage students to engage in the debate which is economic history. 


M 


A counterfactual ‘Fioud and McCloskey’, it might be suggested, would bear the 
impression of surer editorial hands. There would be longer introductions tailored to 
each volume, which would offer guides to the major issues and provide some 
signposts through the thickets of theory and contain strong warnings of the 
quicksands of statistical data. More attention would be given to the balance between 
micro- and macro-studies, more space would be devoted to business and labour 
history, and more attention would be given to attaining continuity of subjects and 
chronological coverage across the three volumes. This is far from being a counter- 
factual model of perfection. Significant omissions would remain including the role 
of political and economic ideas, public finance, regional development, modern 
urban history and transport history. There is, too, the fundamental issue of the extent 
to which social history can be ignored. But even a three-decker textbook cannot 
cover everything. 

As itis, ‘Floud and McCloskey’ ranges widely over the subject, ıt contains some 
excellent chapters which will figure prominently in bibliographies and reading lists, 
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and the index and appendices will, themselves, become important sources of 
reference. It is to be hoped, however, that at the reprint the substantial number of 
printing errors, especially in the bibliographies, will be corrected. 

At the outset of this review two tests were specified. As to the first, judged as a 
whole The Economic History of Britain since 1700 is not greater than the sum of its 
parts. Diversity of approach is not sufficiently harnessed to a consistency of aim to 
provide a comprehensive textbook. Perhaps there are just a few too many cooks, but 
the problem is more with the design of the menu. So far as our second test is 
concerned, there is the danger of expecting too much. One textbook, even in multi- 
decker form, cannot stimulate the interest of those students that other books have 
increasingly failed to reach, despite the confident claims with which it is launched. 
It is to be hoped, however, that ‘Floud and McCloskey’ will not be presented to 
students as the true faith but as just part of a much broader church of historical 
enquiry. In this way ıt may well help to stem the tide of decline in interest of the 
subject. As to the future of economic history, it is, maybe, as with the future of the 
British economy: whether, having fallen behind, it is about to catch up, remains very 
much an open question. 


NOTES 


1. A characteristically sharp analysis is provided by D.C. Coleman, History and the Economic 
Past: An Account of the Rise and Decline of Economic History in Britain (Oxford, 1987). 

2. W. Ashworth, ‘The Newest and Truest Economic History?’, Economic History Review, 
Vol 35 (1982), p.436 

3 D.S. Landes, ‘What Room for Accident in History?: Explaming Big Changes By Small 
Eveats’, Economic History Review, Vol.47 (1994), p. 653. 


Book Reviews 


THE ROYAL COMMISSION ON HISTORICAL MANUSCRIPTS, Records of British 
Business and Industry, 1760-1914: Metal Processing and Engineering (London: 
HMSO, 1994. Pp.xvi + 188. ISBN 0 11 440232 9, £17.95). 


This small volume 1s a remarkably comprehensive and convenient guide to the nature 
and location of the records of 1,230 companies which existed during the 150 years of 
British predominance in the industrial economy of the world. For these firms it also 
covers any earlier or later records. 

As R.H. Campbell emphasises in a helpful introduction, these listings are a roll- 
call of British industry on the eve of the economic crises which were to sweep away 
much of the old order and with it many of these firms. As a result of the period chosen 
the mechanical engineering entries cover shipbuilding but, logically if rather 
frustratingly, not the critical early days of the motor industry. (Even so some ‘new’ 
industries somehow or other manage to find their way in as with Albion Motors or the 
Bristol Aeroplane Company.) One wonders if it might prove possible in any future 
revision to add a short section covering the records of the bodies which linked the 
individual companies together into distinct industry groups, organisations such as the 
Engineering Employers’ Federation, National Shipbuilders Security Ltd, the British 
Iron Trade Association and its successors the National Association of Iron and Steel 
Manufacturers and the British Iron and Steel Federation. This could even be extended 
to include local, national and international bodies in which British companies were 
deeply involved and whose records contains so much about individual firms or their 
business environment such as the regional shipbuilding associations, the South Wales 
Siemens Steel Association, the British Rail Makers’ Association and the International 
Rail Makers’ Association. In comparison to the list of companies such entries would 
take up little space but would further increase the usefulness of the volume as a vade 
mecum for the serious researcher. 

The introduction refers to the regrettable loss of records, often destroyed when a 
firm closes down. There remains the difficulty of following up all those which survive. 
It is recognised that there has been some gathering emphasis on comparative study and 
generalisation about entrepreneurial behaviour viewed in the introduction as desirable 
might be facilitated by a much greater degree of concentration. The thrill of following 
a trail of evidence across country would have to be sacrificed but this could be offset 
by economy of effort in on-the-spot comparisons. Such additions or changes may 
occur in the future but this compact and conveniently arranged guide is a valuable aid 
for the present. It represents an immense effort of collection and co-ordination and will 
be a boon to the researcher into company and business history. 


Jesus College Oxford KENNETH WARREN 
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MAXINE BERG, The Age of Manufacturers, 1700-1820: Industry, Innovation and 
Work in Britain (London and New York, Routledge, 2nd edn., 1994. Pp.337. ISBN 0 
415 06935 1, £14.99), 


The first edition of Maxine Berg’s The Age of Manufacturers was published in 1985. 
It provided a timely antidote to the increasing concentration on a national accounting 
approach to economic change, with its emphasis on selected major indicators and its 
consequent questioning of long-standing interpretations of industrial revolution. The 
book attempted to shift attention away from heroic technological change, from large- 
scale production and organisation, from steam power, and from concentration on 
measuring a few rapidly changing sectors of the economy. Instead a much broader 
spectrum of economic and social activity was explored. Dr Berg’s case was that many 
historians were too myopic in their concern with factories, automatic processes and 
macro-economic trends. Attention needed to be shifted to the diversity of labour, 
technology and organisation over a long eighteenth century. Her book tried to redress 
this balance by exploring minor technical change, artisan manufacture, small 
workshops, and the myriad of forms of work and labour involvement. She placed 
particular emphasis on the part played by women and children. Her stress was on a 
long and varied experience of organisational change with no clear sequential route to 
ultimate factory organisation. Her arguments were developed, at times rather uneasily, 
within a framework of notions of primitive accumulation and the labour process, and 
of the developing debate about proto-industrialisation. The review for Business 
History welcomed the volume for its contribution to an understanding of the nature of 
skills, technology and the division of labour in eighteenth century Britain and its 
challenge to the stress placed ‘on the age of machino-facture’. 

This new edition tries to drive home the message with greater vigour. Much of the 
text has been revised. Factual inaccuracy has been remedied. A stronger statistical 
base has been provided, although systematic quantitative data is noticeably avoided in 
substantial sections of the argument. New chapters have been added: on current 
theoretical perspectives, on trade, and on the factory system. Other sections have been 
removed or scaled down. 

This does not claim to be a new book. The messages of the first edition are 
reinforced with some new evidence, with at times tighter argument, and within the 
context of changing theoretical perspectives. That context is perhaps more pervasive 
than in the first edition. The outcome remains the same. Dr Berg suggests four overall 
conclusions to her study. She argues that it is essential to recognise the geographical 
breadth of industrial growth and the range of traditional industries that participated in, 
and contributed to, that growth. She believes that the widespread nature and 
evolutionary development of minor techniques need more recognition. She stresses the 
importance of recognising the wide-ranging forms of work organisation, rooted in 
socio-economic structures determined by historical experience, local culture and 
tradition, and institutional constraints. And Dr Berg emphasises the variable impact of 
technical and industrial change on the labour process and the differing nature of the 
outcome in industries and regions. 

Many aspects of these conclusions have been well rehearsed in the last decade. In 
the conclusion to the first edition Dr Berg recognised the need to extend her analysis 
to a much broader range of industries — to building, mining, leather working and food 
processing for example. The second edition contains the same recognition. Textiles 
and metal working still dominate the examples. The breadth of experience of a wider 
selection of consumption goods production has yet to be explored. The richness and 


BOOK REVIEWS 105 


variety of early industrial Britain, one suspects, has still scope for further investigation 
but it is doubtful that the message will change significantly from that provided here. 


University of York D.T. JENKINS 


GRAEME D. SNOOKS (ed.), Was the Industrial Revolution Necessary? (London: 
Routledge, 1994, Pp.xi + 157. ISBN 0 415 10869 1, £16.95). 


This slim volume contains six essays and ‘attempts to look at the Industrial Revolution 
in a number of new and interesting ways’ (p.x) without purporting to contain a 
comprehensive account, nor, indeed, any business history. The authors are all well- 
known economic historians and the book seems to have arisen out a one-day workshop 
held at ANU in July 1992. The contents comprise two essays by the editor looking at 
growth from the Domesday Book to 1688 and, against this background, at what was 
novel about the Industrial Revolution, together with Wrigley on how a coal-based 
economy escaped from the classical economists’ stationary state, Nicholas and Oxley 
on women’s heights, Jackson on problems of measuring growth rates and, finally, a 
brief commentary on the other essays by Engerman. 

The chapters which may attract most attention are those by Snooks in which he 
produces estimates of real GDP and real GDP per head at roughly ten-yearly intervals 
and by Nicholas and Oxley in which they analyse data that reveal that the height of 
English women convicts was falling in the early in nineteenth century. Snooks finds 
that on average over his six pre-industrial centuries income per head grew at about 0.3 
per cent per year although at an uneven rate and concludes that the revolutionary 
aspect of the late eighteenth century was a technological paradigm shift (p.23) rather 
than unprecedented growth rates. Nicholas and Oxley conclude that their results settle 
the debate on the implications of British industrialisation for women whose declining 
stature shows a loss of power, status and access to resources (p.111). 

The essays certainly contain interesting material but are not really new and, 
unfortunately, are not generally of the quality to get past the stringent refereeing 
process of a serious journal, as Engerman’s judicious comments gently suggest. The 
material in Wrigley adds nothing to the essay in his 1987 book while Nicholas and 
Oxley published a much more convincing version of their chapter in the Economic 
History Review (November 1993) and Snooks on long-run growth is an edited version 
of material he published in Economics Without Time (1993). Snooks’ estimates of 
long-run growth are based on extremely fragile evidence. In particular, it is most 
doubtful that his price index number is adequate for comparing current income in 1086 
with 1688. Neither here nor in 1993 does he provide an adequate account of his 
estimation procedures. Nicholas and Oxley seem to overinterpret their h eight 
estimates while ignoring other recent work which does not fit their arguments, notably 
failing even to mention the excellent paper on family earnings by Horrell and 
Humphries (Journal of Economic History, 1992). 

Overall, I found this a disappointing collection. Most of the material is recycled 
and, given the shortness of the presentations, much too much has to be taken on trust 
by the reader. Subscribers to Business History should not attach a high priority to 
reading this poor quality offering whose publication was definitely not necessary. 


University of Warwick N.FR. CRAFTS 
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R.W KOSTAL, Law and English Railway Capitalism, 1825-1875 (Oxford: Clarendon 
Press, 1994. Pp.viii + 388. ISBN 0 19 825671 X, £40). 


This impressive and unusual book is about the relationship between the first railway 
companies and an unreformed legal system. The author makes the well-founded claim 
that economic and transport historians have had little to say about this subject. He 
allows, in a footnote, some limited exceptions in the case of Landes and Hartwell, who 
acknowledged the relative autonomy of legal institutions, and mentions some brief 
references in Mathias. Whether the general omission amounts to ‘a significant flaw in 
our understanding’ (p. 3) of British industrial history ought probably to remain an open 
question, but it is safe to say that Kostal’s work will increase sympathy for the 
assertion. 

Historians are assured at the outset that the author is unlikely to be led astray by 
professional bias. Although an academic lawyer, he believes that the English common 
law had a large and negative impact on railway development. Such a viewpoint, as is 
convincingly demonstrated, was a popular one in the mid-nineteenth century, when the 
evidence for it was rich and conspicuous. On the other hand, the arrival of the railway 
age was highly beneficial to the legal profession. According to Kostal, interpretations 
of history from a legal perspective have so far generated some interesting hypotheses, 
but have lacked empirical grounding. This volume clearly makes a major contribution 
to the rectification of that deficiency. 

Lawyers made their initial appearance in this context as the subordinates and 
facilitators for railway entrepreneurs. However, their ambitions and commercial 
opportunism actually helped to ‘disorganise’ railway finance, as was apparent in the 
aftermath of the panic of 1845. The early regulatory statutes were badly drafted and 
poorly enforced. In particular the Joint Stock Companies Act of 1844, although 
intended to reduce fraud, seems to have had the opposite effect. Indeed Kostal argues 
that Britain had no railway law worthy of the name. This did not, of course, mean that 
railway companies were free from legal constraint. On the contrary, they remained 
subject to the unpredictable authority of the common law, to such an extent, it is 
suggested, that they became a captive clientele of their lawyers. Some emphasis is 
placed on the costs (‘untold millions of pounds sterling’, p. 362) associated with 
legislation and parliamentary contests. Kostal claims plausibly, though without 
quantification, that these were exceptionally high by subsequent international 
standards. Although their resentment increased, the railway companies had made little 
progress by 1875 towards ending their dependence on external professional advice. 
Only in the area of personal injury claims had legal services been domesticated 
through salaried employment. 

Several chapters explore in detail the disadvantages from which the railways 
suffered. Parochial taxation had a more unfavourable effect that on any other type of 
business because the system was rent-based and because the gentry controlled the rural 
magistracy. Land purchase proved expensive because of the legislation of 1845 and 
because of lawyer-dominated arbitration. Kostal finds, however, that in one significant 
respect the railways received generous treatment from the legal system. This 
concerned accident liability in relation to employees (death or injury to passengers 
usually resulted in the award of substantial damages). It is shown how judges acted 
very creatively in applying liberal market ideology, in the form of contractarianism, so 
as to deny compensation to employees. 

This is a well-organised and thoroughly researched study of the importance of 
legal factors in industrialisation. It succeeds in drawing welcome attention to the 
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nature, and in broad terms, the extent of the handicaps inflicted on the railways by 
professional vested interest and by regulatory failure. 


University of Kent at Canterbury G.W. CROMPTON 


F.M.L. THOMPSON (ed.), Landowners, Capitalists, and Entrepreneurs: Essays for Sir 
John Habakkuk (Oxford: Clarendon Press, 1994. Pp.xiii + 312. ISBN 0 19 828301 6, 
£35). 


This long-awaited Festschrift for Sir John Habakkuk has by happy coincidence been 
published at the same time as its honorand’s magnum opus, Marriage, Debt, and the 
English Estates System: English Landownership, 1650-1950 (Oxford, 1994), To the 
latter it forms, as its editor disarmingly but not inaccurately suggests, ‘a modest 
companion volume’. Its central concerns of landownership, technology and capital 
within the Atlantic economy well mirror Habakukk's own interests and his 
combination of history and economic theory. Yet that combination has rarely been 
sustained by subsequent scholars, and this collection also reflects the divergence Peter 
Temin detects between academic technologies, ‘the English tradition of elegant prose 
exploiting the flavour of particular examples’ and the American, ‘more formal, more 
abstract and further removed from the actual historical examples’ (pp. 257-5). 

Landowners, entrepreneurs and capitalists are of course overlapping categories, 
but for the most part they are treated distinctly. P.K. O’Brien and D. Heath lucidly and 
provocatively seek to rehabilitate the supposedly backward French landowners of the 
eighteenth century, while casting further doubt on the overrated efficiency of their 
English peers. The late J.R.T. Hughes emphasises the long-term importance of English 
common law in colonial and post-colonial America. J.V. Beckett deftly and usefully 
surveys the rise and fall of the small landowner in England and Wales, while C.G.A. 
Clay and the editor in different ways trace the entry of the newly rich into landed 
society. The former does so through the example of the Hoares at Stourhead, Wiltshire, 
while the latter hunts now familiar quarry, land purchasing Victorian millionaires, 
playfully subverting the arguments of both the Stones and W.D. Rubinstein. 
Entrepreneurs per se fare less well. R.J. Morris uses evidence drawn from Leeds 
businessmen to suggest that the Married Women’s Property Act of 1870 served the 
needs of propertied men as much as it furthered the rights of married women, while 
Max Hartwell draws attention to ‘moral’ or ‘political’ entrepreneurs as a neglected 
factor in the evolution of Victorian policy-making. 

Capital as an abstract factor, rather than the behaviour of capitalists, informs 
several of the later essays. Peter Cain, albeit without reference to his own (and A.G. 
Hopkins’) subsequent work, surveys free trade, preference and British capital 
investment in the self-governing colonies, while C. Knick Harley demonstrates 
cliometrically the ‘pull’ factors drawing British investment into American railroads in 
the 1880s, taking some gloss off the vaunted merits of the gold standard as the 
mechanism ensuring equilibrium in the world economy. Temin returns directly to the 
Habakkukian theme of labour scarcity and capital supply in Britain and America, 
while Paul David recalls his memorable article on the landscape and the machine in 
comparing agricultural mechanisation in the nineteenth century with the diffusion of 
industrial robots today (or rather yesterday, c.1984). This paper, as is the case with 
several others, betrays their common origin in a conference held to mark Sir John’s 
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70th birthday in 1985. In some: ways of course it is the more technologically advanced 
which have faced the greater Manger of obsolescence, while the landed papers have 
shared their subject’s greater permanence of interest. Yet the collection as a whole may 
be read with profit by the business historian concerned with the wider context of social 
aspirations, property rights, capital markets and technological change within which 
individual firms, like landowners, rise and fall. 


London School of Economics A.C. HOWE 


ROBERT FITZGERALD, Rowntree and the Marketing Revolution, 1862—1969 
(Cambridge: Cambridge University Press, 1995. Pp.xix + 737; illus. ISBN 0 521 
43512 9. £75). 


Most unusually for a company historian, Robert Fitzgerald does not allow us anywhere 
near the Rowntree enterprise until we have undergone a brisk crash course on 
marketing principles. Correctly, his key principle is that a marketing-orientated 
business places the consumer first, so that the discovering, anticipating and meeting of 
market demand must shape every aspect of its activities (p. 31). Even then, he resists 
the temptation to linger unduly over the last enchantments of a paternalistic and 
enlightened Quaker firm at its most Quakerlike before 1914: fully half the book deals 
with the period since 1931. He chides the founder Joseph Rowntree for believing that 
his cocoa and chocolate products should sell satisfactorily on quality alone, without 
aggressive publicity: an error that the more hard-headed Cadburys did not make. The 
attitudes of Joseph and his son Seebohm Rowntree towards advertising and their 
reliance on trial and error rather than on scientific marketing held sway until the inter- 
war era: as late as 1935, Rowntree’s employees numbered only half those of the 
Cadbury-Fry combine. 

The dramatic recovery of Rowntree in the 1930s is well told, the book’s best 
chapter covering the ‘strategic change of course’ of 1931-39, largely master-minded 
by the imaginative if authoritarian George Harris. Fitzgerald takes us through the 
twists and turns of that decade, which saw the development of such specialities as 
Aero, KitKat and Black Magic Chocolates; the Black Magic advertisements, offering 
a delicate touch of discreet sex (p. 306), remain fresh after nearly six decades. These 
wonder-products, and a pingering up of management in general and marketing in 
particular, helped Rowntree by 1955 almost to catch up with Cadbury—Fry, whose 
20,000 employees were only just ahead of Rowntree’s 19,000. The period from 1969, 
when the company amalgamated with the toffee-maker Mackintosh, to 1988, when it 
was acquired by the Swiss food giant Nestlé, is breathlessly polished off in two and a 
half pages. Nestlé paid very heavily indeed to secure control of its powerful brands and 
for their global potential. 

It is a shame that Fitzgerald’s authorative and lucidly written narrative was not 
available to Alfred Chandler while writing Scale and Scope (1990). Reliance on what 
empirical evidence happened to be in published form, rather than on a systematic 
collection of data, means that the last word has not been said on large-scale British 
companies’ failure to undertake three-pronged investment in marketing, management 
and production. 

Fitzgerald conclusively demonstrates the huge resources that Rowntree devoted to 
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product development and marketing, but is less illuminating about comparable 
investment in management. A chronological list of chairmen and directors would have 
helped: no managing director or chief executive seems ever to have been appointed, 
and two joint vice-chairmen not until 1964. He shows the company’s divisional 
structure for 1962 — the only one since 1929 — but not later. No particulars are given 
of office after 1922, nor are we told how many or what kinds of managers were 
employed. On the production side, a crucial element is that of R & D. Rowntree 
established a laboratory as early as 1889, and some passing references are given in the 
text. However, the archives of the Federation of British Industries show that in 1938 
Rowntree came 21st among large firms in Britain carrying out R & D, with 40 
qualified staff, Cadbury—Fry being 29th with only 23 such staff (D.E.H. Edgerton and 
S.M. Horrocks, ‘British Industrial R & D before 1945’, Economic History Review, 
1994, p. 223). 

To produce a work of 250,000 words (plus all those drafts) is no mean 
achievement, but Cambridge University Press has not shown that it can produce an 
immaculate work on this scale under the new technology. The word ‘confectionary’ 
has slipped through several times; the value of the index is impaired by the more 
important entries not being sub-divided into subjects; the copy editors have let through 
many more than a tolerable number of mistakes of name or date in the bibliography. 
Fitzgerald confesses himself exhausted at the end of this marathon, but as a mere lad 
in his mid-thirties, is open to offers for his next project. He has won his spurs; he must 
now ride out to conquer wider territories. 


University of Reading T.A.B. CORLEY 


YOUSSEF CASSIS, City Bankers, 1890-1914 (Cambridge: Cambridge University 
Press, 1994. Pp.v + 350. ISBN 0 521 44188 9, £40). 


When Martin Daunton reviewed this book in its original French edition, in Business 
History in 1988, he finished by suggesting that its appearance in English would make 
a welcome addition to the debate on the nature of British Society. Now, ten years after 
the French edition, we have that English translation, which opens up the book to an 
entirely new audience — including myself! Has the wait been worthwhile? Has 
Daunton’s favourable review stood the test of time? Has this book still a contribution 
to make to understanding the role of the City of London in British economic and social 
history? The answer to all these questions is an unqualified yes. This is despite the fact 
that the book is little altered from its original edition, with only brief references to 
more recent work, either in the text or in the footnotes. What this shows is that 
exhaustive and careful research, meticulously carried out and thoughtfully considered, 
stands the test of time. One may disagree with the author’s emphasis, analysis or 
conclusions, but the evidence is there for all to see, use or re-interpret as they see fit, 
and that will be of value until it is re-done by some later generations of historians. 
The core of the book is an attempt to discover the origins, activities, connections, 
wealth and influence of the bankers who populated the City of London during the 
1890-1914 period. To this end Cassis makes an immediate distinction (Ch. I) between 
the different types of banker that existed. In particular, he contrasts the private and 
merchant bankers, who owned and ran their own firms, with the directors and general 
managers of the British and overseas joint-stock banks, who controlled but did not own 
organisations. Though one group did blur into another, this is an important distinction. 
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Partners had absolute power and total responsibility whereas directors and managers 
were always answerable to the shareholders and the judgement of the market. 

Having established the diversity of banking, there is a systematic investigation of 
the origins of bankers (Ch. 2), their career paths (Ch. 3), and the rewards they enjoyed 
through profits or salanes (Ch. 5). The conclusion that emerges is that bankers were, 
in many ways, a self-perpetuating group with one generation of the same family 
succeeding the next, and in the process creating large fortunes for themselves and their 
heirs, especially where ownership was involved. Nevertheless, there was scope for 
upward/downward and inward/outward mobility, with the City valuing experience and 
business/financial connections far more highly than blood relationships. Successful 
and wealthy individuals from outside banking or abroad did become City bankers 
before 1914, while it was possible for the extremely talented to rise to the top within 
domestic or overseas London based joint-stock banks. 

The study then progresses to examine the economic, political and social influence 
of these City bankers. In addressing the question of the connections between the City 
banker and the economy (Ch. 4), Cassis acknowledges the lack of City/industry links, 
but questions how significant this was in the pre-1914 era. This remains a major area 
of controversy, which is not resolved here. More significantly, there are two chapters 
(Chs. 6 and 7) that address the debate of the social connections of the City bankers, 
through their marriages and life-style. Clearly, strong connections were being 
established in this period between the City bankers and the landed aristocracy. 
However, by no means all bankers participated in the process, and Cassis does pose 
the question of how much the banker was changed as a result. The offspring resulting 
from the marriages continued to enter banking, even after a public school education, 
and did appear to make very successful and dedicated bankers. Finally, the political 
influence of the City banker is examined (Ch. 8) and found to be largely absent, apart 
from on technical matters. 

Politics was, simply, not of central importance to the everyday business of a 
banker at that time, and so it appeared more an individual hobby or an enthusiasm 
rather than area where any collective action was required. 

That one disappointment in the book is the conclusion, where Cassis appears 
unwilling to make general sense of the mass of information contained within the book. 
Instead, he leaves that ~ possibly wisely — to the reader. What is clear from this book 
is how numerous and complex the world of the City banker was before 1914, and how 
careful historians must be in making generalisations based on only a few examples, It 
is only with more books like Cassis’ that we will ever be able to make judgements, not 
assertions, about late Victorian/Edwardian society and the economic performance they 
achieved. I would recommend this book not only to those with an interest in the City 
of London but also to a wider audience of economic, social and political historians 
who need to evaluate the significance of particular groups within society. 


University of Durham RANALD MICHIE 


PETER T MARSH, Joseph Chamberlain: Entrepreneur in Politics (New Haven and 
London: Yale University Press, 1994. Pp.xvii + 725; illus. ISBN 0 300 05801 2, £30). 


Peter Marsh spent 12 years researching and writing this imposing biography of the first 
industrialist to enter the highest echelons of British government. Despite the title, the 
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book is not intended to be a work of business history, given that Chamberlain 
withdrew from business in 1874, two years before he entered Parliament. Moreover, 
the basis of Chamberlain’s national political career was his reputation as a successful 
mayor of Birmingham, although the fortune that he had made mass-producing screws, 
using a new American process, certainly helped to launch him on that career. 

Nevertheless, business historians will find interesting information in thts 
biography on the values and attitudes of a leading businessman who preferred to 
pursue political power rather than profits. He kept himself apart from the traditional 
political elite of landed wealth, preferring to build his mansion on the suburban edge 
of Birmingham rather than in the country. He came to disparage ‘mere money- 
making’, and criticised Americans like the Astors and the Vanderbilts for being able 
to create wealth without knowing how to spend or enjoy it. He himself had lost his flair 
for making money by the 1890s, when he made a heavy loss as a result of investment 
in the cultivation of sisal in the Bahamas, and he was saved from financial disaster by 
the fact that he had a substantial salary as a Cabinet Minister. Nor was he always far- 
sighted regarding technical innovation: the Electricity Act of 1882, which he guided 
through Parliament as President of the Board of Trade, had a retarding effect on the 
new industry, apparently because his pride in Birmingham’s gas lighting led him to be 
too concerned for vested interests. 

The peak of his political career came when he was made Colonial Secretary in 
1895, an office he chose to retain in 1902 when he regarded himself as a ‘dual 
director’, with the Prime Minister, in imperial affairs. It was Chamberlain’s concern to 
weld the Empire into an economic unit through a system of preferential tariffs, rather 
than concem to protect British industry from foreign protection, that first led him to 
take up the cause of tariff reform. He believed that there had to be a relation of 
economic interests between Britain and the self-governing colonies like Canada and 
Australia, if the Empre was to survive. On the other hand, theories of economic 
imperialism should also take into account his belief that unless the Empire was 
inspired by a vision transcending profit and loss, it would be doomed like all preceding 
empires. By the end of the nineteenth century Chamberlain believed that the old 
differences between himself and Tory landowners had been overcome by their union’ 
in a common cause against Irish home rule, but he proved vulnerable to criticism that 
business relatives in Birmingham reaped big profits from War Office contracts during 
the Boer War. 

Professor Marsh has used a very wide range of archival sources to create a 
compelling portrait of a businessman turned politician. Chamberlain’s career as a 
businessman is used pnmarily to cast light on Chamberlain’s social and political 
beliefs, and there is no attempt at analysing his successes and failures as an 
entrepreneur. Even so, anyone interested in the debate on whether Victorian 
businessman ‘failed’ in some sense can read this biography with profit. 


University of Stirling GC PEDEN 
JAMES HINTON, Shop Floor Citizens: Engineering Democracy in 1940s Britain 
(Aldershot: Edward Elgar, 1994. Pp.viii + 222. ISBN 1 85898 081 X, £39.95), 

For just over 20 years James Hinton’s classic study of shopfloor politics, The First 


Shop Stewards Movement (1973) has dominated debate over the impact of World War 
I on British labour and trade unionism. The same themes run through this new study 
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of the politics of production during the Second World War. Both world wars threw up 
novel demands, in the 1914-18 conflict for workers’ control, and between 1939 and 
1945 for a marriage of production, planning, and participation. 

But this study will be of interest to business as well as labour historians. Hinton 
has much to say about British employers’ obdurate adherence to ‘managerial 
prerogative’. For Hinton, the employers’ adherence to ‘the right to manage’ was the 
corollary of most trade unionists’ ingrained economism. These sets of conservative 
opinion — backed by powerful institutional forces — combined to squeeze out a ‘third 
way’ which was glimpsed during the war and its immediate aftermath. This suppressed 
alternative promised to combine an expanded notion of economic citizenship for 
shopfloor workers, allow employers to tap into the latent knowledge of their 
workforces, and serve as the material basis of a ‘developmental state’. 

The core of Shop Floor Citizens reviews the experiment with worker participation 
and production planning during the Second World War. The introduction of Joint 
Production Committees (JPC) provided state-backed forums for shopfloor trade 
unionists to share responsibility with management for raising output. The basis of the 
popular support of the JPCs was mounting public criticism of managerial inefficiency 
which peaked in the winter of 1941/42. Trade union activists adeptly fuelled a populist 
press campaign critical of the growing production crisis. The engineering union 
undertook a remarkable national survey of managerial receptiveness to employee 
suggestions for increasing output. This survey stimulated shop steward interest still 
further, an interest which official trade union channels proved unable to satisfy. Faced 
with the prospect of the Communist Party strengthening its authority on the shopfloor, 
the engineering union pressed the powerful Engineering Employers’ Federation to 
accept worker participation in production matters through factory-level HPCs. As 
Hinton convincingly demonstrates, the employers’ commitment to worker 
participation was more apparent than real. Only a handful of maverick employers fully 
embraced the compact between wider participation and increased production. Equally, 
there was widespread scepticism among most union members about compromising the 
shop steward’s representational role with quasi-managerial responsibilities. The 
dominant ‘economism’ of most managers and workers squeezed out the possibility of 
making ‘productionism’ the defining culture of the British factory. The unlikely 
alliance of communists, utopian managerialists, and visionary civil servants kept faith 
with planning and participation but were completely marginalised by the onset of the 
Cold War in 1947. 

This is a most timely book. The last decade has witnessed an upsurge in 
managerial interest in human resource strategies based on harnessing employee 
involvement, The wartime JPCs were based on a series of accountable planning bodies 
linking the factory and the state, enlarging the scope of the political arena. 
Contemporary participation strategies offer no similar enlargement of popular 
democracy. Rather, employee participation in the routine of work organisation has 
been accompanied by the gradual emasculation or exclusion of trade unions. B.P. 
Thompson sought to rescue nineteenth-century idealists from the condescension of 
posterity. Similarly, Hinton has recovered the experience and strategic dilemmas of 
socialists with a unique vision of forging dynamic and increasingly democratic 
relationships between the factory, civil society, and the state. 


University of Glasgow ALAN McKINLAY 
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ANDRE MOMMEN, The Belgian Economy in the Twentieth Century (London: 
Routledge, 1994. Pp.xxx + 266. ISBN 0 415 01936 2, £45). 


Mommen’s study of the Belgian economy in the twentieth century is part of 
Routledge’s Contemporary Economic History of Europe series under the general 
editorship of Derek Aldcroft. Mommen sets the background to his study by relating 
the progress of the Belgian economy before 1914. He explains clearly the challenges 
facing Belgium in the present century: a small open economy with a large foreign 
sector faced with international economic and political instability. The nature of the 
export sector emphasised this challenge with a concentration upon semi-finished 
goods produced by older industries facing strong competition from newly 
industrialised nations. Mommen traces the response to these challenges through a 
series of chronologically organised chapters which integrate effectively the social, 
political, and economic dimensions, Particular emphasis is given to the various 
approaches to industrial modernisation and improved competitiveness. The limited 
and temporary gains of macroeconomic adjustments such as devaluation are exposed 
while structural change and increased concentration appear to offer a more effective 
solution. The repeated efforts of governments, industry leaders, holding companies, 
ami financial institutions to modernise Belgian industry are brought into focus. the role 
of the Société Générale de Belgique has been particularly noteworthy, controlling over 
1,600 firms across a wide range of industries by the 1980s. 

Lacking a conclusion to bring together the substantial detail of the book, however, 
the reader is left wondering quite how effectively Belgium has met the challenge of 
small-economy modernisation. This reflects more broadly on the absence of an 
economy-wide and comparative assessment of Belgian performance which is 
somewhat surprising in light of the care of Mommen’s analysis at the sector and firm 
level. Indeed, business historians will find plenty of interesting information, some of 
it new to this reviewer, on the policies of leading Belgian firms in areas such as 
rationalisation, joint ventures, and acquisitions. 

While Mommen, together with Aldcroft in his editor’s introduction, correctly 
emphasises the sources of twentieth-century economic instability, particularly the 
slump and two world wars, there have also been sources of increased stability, 
particularly through the growth of supranational organisations which have promoted 
co-operation and provided, perhaps, some degree of shelter for smaller economies. 
Possibly because they match uneasily with the general themes of this study, the 
significance of such institutions to the development of the Belgian economy in the 
twentieth century have largely been ignored. This is particularly the case for the EC, 
which receives only brief and occasional reference in spite of Belgium having been 
one of its founder members. In a work of synthesis it is inevitable that reviewers will 
find some aspects of the subject covered better than others and it should be emphasised 
generally that this can most accurately be described as a study ın domestic political 
economy and in these terms it succeeds reasonably well. Good synthesis also demands 
a concise but clear style and while much detail has been compacted into the book, 
more effective copy editing could have removed a number of stylistic infelicities not 
least the ‘qualitative mutation’ (p. 11) of industry and the labelling of coal as a 
‘regressive sector’ (p. 34). 


Australian National University SIMON VILLE 
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J.H. GOLDTHORPE and C.T. WHELAN (eds.), The Development of Industrial Society in 
Ireland (Oxford: Oxford University Press, 1994. Pp.vi + 470, ISBN 0 19 726141 1, 
£14.95). 


This edited volume is the product of a conference held in 1990 under the joint auspices 
of the Royal Irish and British Academies. It provides a powerful testimony both to the 
high calibre and to the extent of research into the social and economic structure of 
modem Ireland that has been taking place over the past two decades. It consists of an 
introduction plus 16 essays, each of which examines different but often related aspects 
of contemporary Irish society. Without exception they are models both of scholarship 
and compression, All reflect a wide range of reading: the bibliography runs to over 560 
references. 

The picture that emerges is one of a country which, over the past 30 years, has 
secured a place in the European mainstream. Economically, while Ireland remains one 
of the poorest nations in th EC, its income increased markedly in absolute terms; so, 
toa lesser degree, has its position relative to that of the Community’s leaders. The 
country’s industrial sector has ceased to be inward looking as it was prior to the late 
1950s; much of its current development has been based upon inward investment and 
the arrival of multinational companies (Kennedy; O’ Malley). Demographically, the 
recent past has seen a rapid transition to the ‘normal European pattern’ (Coleman). The 
marriage rate, very low by European standards until the 1960s, has risen, while 
fertility, strikingly high until the 1970s, has failen dramatically. Meanwhile 
illegitimacy, traditionally the lowest in Europe by a margin, has risen above that in 
many other countries. Current social developments in Ireland have, in the main, been 
similar to that in other EC states. This is true of the distribution of income, which, 
though less equal than in the most advanced of the Community’s members, is in line 
with that of countries at comparable levels of economic development (Callan and 
Nolan). It 1s equally true of developments in the welfare state (O’Connell and 
Rottman). In politics the last 30 years has seen changes. Although the origins of parties 
in Ireland lie in a civil war fought in the 1920s, this has ceased to be a determining 
factor in political life. The only abnormality, the electoral weakness of a 
labour/socialist party, can be best explained by the fact that in Lreland the other parties 
have offered the electorate measures that elsewhere would normally have been the 
preserve of the left (Laver; Main). 

That most distinctive feature of Irish life, the permeating influence of the Catholic 
church, has also begun to change. The church has lost the battle over the use of 
contraception. True, abortion and divorce remain not simply illegal, but 
unconstitutional. Yet 4,000 women annually visit Britain to obtain the former while 
separation, desertion and divorce abroad go some way towards circumventing the 
latter. The number of religious has declined; so has attendance at mass, although it 
remains high by the standards of other countries. Overall the church’s role has changed 
from one of coercive authority to one of being ‘the conscience of the nation’ (Fahey; 
Homsby-Smith). Even this may have been undermined by recent events, notably the 
cases of the Bishop of Galway and that of the Norbertine priest, Fr. Brendan Smyth. 

There is much more in this most valuable and concentrated book than can be 
reviewed here. It should perhaps be seen in the context of the publication in 1989 of 
Joseph Lee’s Modern Ireland, 1912-1985: Politics and Society. Lee’s book was both 
exciting and beautifully written. But its underlying argument, belittling Irish 
achievements since independence and attributing the country’s failures to defects in 
both national institutions and character, was misleading. This more sober volume 
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provides a valuable antidote to Lee. While allowing that Ireland still has its problems, 
notably unemployment and emigration, the achievements of the past 30 years are 
given their due weight. 


Queen's University, Belfast DAVID JOHNSON 


LARS MAGNUSSON, The Contest for Control: Metal Industries in Sheffield, Solingen, 
Remscheid and Eskilstuna during Industrialisation (Oxford/Providence: Berg, 1994. 
Pp.vii + 223. ISBN 0 85945 952 7, £34.95). 


In this work arising out of the project group on the transition from decentralised to 
centralised forms of production, located in Uppsala, Sweden, the author has set out to 
study an industry in which the traditional decentralised structure survived until well 
into this century. The remarkable similarities in the three countries considered here 
suggest that this survival was not accidental, but derived from the nature of the cutlery 
and related goods industry itself. Why did handicraft and domestic industry hold out 
so long, and what induced the ultimate change to a factory system? 

The detailed historical account is framed by references to the theories developed 
by Piore, Sabel and Zeitlin, extolling the superiority of small-scale, flexibly 
specialised enterprise over the large factory, and the more bizarre Marglin doctrine that 
factories won through, not because they were economically superior, but in order for 
the capitalist to be able to exploit the worker. Neither theory, it turns out, was much 
help; but the study attempts, and succeeds, in extending our understanding of the 
domestic putting-out or ‘proto-industrial’ organisation which dominated the European 
economy over much of the eighteenth and nineteenth centuries. 

Sheffield and Solingen are the failures in this story, changing over to factory 
production too late and therefore losing much of their trade. Both had developed an 
extreme form of specialisation among the cutler crafts; in both, highly complex but 
flexible forms of putting out, including numerous craftsmen who in effect were 
independent contractors or ‘little mesters’, had developed. An excellent system at an 
earlier stage, the structure turned out to provide too many chances for resistance to 
innovation when new technologies required major adjustments. Magnusson lays great 
stress on the failure to adopt the organisational innovation of linking production and 
sale within the same firm, with some exceptions; but, curiously enough, he has little 
to say on the effect of different markets. In the case of Sheffield with its sales to 
numerous and widely different foreign markets, the pattern of varying demand was 
certainly a factor precluding mass production methods. 

Remscheid and Eskilstuna are pictured as the successes, adopting machine 
production, factory organisation and integrated firms relatively early on, well before 
1914. In the case of Remscheid, a major cause of the willingness to innovate was the 
absence of a developed proto-industry: 1ts cutlery and tool making jumped straight 
from the handicraft to the factory stage. The Swedish town, smaller and with more 
restricted markets, suffered more from the weaknesses of the putting-out system and 
therefore had more to gain by combining making and selling, well before the technical 
advantages of large-scale production became available. 

‘Theoretical considerations and historical detail are blended with great skill in this 
study, which will take its place as a major contribution to the ‘industry before 
industrialisation’ debate. The author has, however, been poorly served by the 
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publishers. Not only is the book shoddily bound, but a distressingly large number of 
printing errors, especially among German words, has been allowed to stand. Mass 
production, among books no less than among cutlery goods, should not be at the 
expense of quality. 


University of Sheffield SIDNEY POLLARD 


PHILIPPE PERROT, Fashioning the Bourgeoisie: A History of Clothing in the 
Nineteenth Century (Princeton: Princeton University Press, 1994. Pp.xiv + 273; illus. 
ISBN 0 691 03383 8, £22.50). (Original title, Dessus et les dessous de la bourgeoisie: 
une histoire du vêtements au XIXe siècle: translated by Richard Bienvenu.) 


This is the English translation of a well-received book by a French social historian, 
originally published in 1981. Perrot’s thesis is socio-anthropological: people buy 
clothes not for their utility but because they signify something about the wearer to 
society at large. The history of clothing, therefore, becomes the history of changing 
norms and values in society, as long as we are able to interpret the signs correctly of 
course. Therein lies the nub of the book. Are we able to discern what this or that shape 
of dress, colour of coat, or style of knotting cravat really means? Perrot, wisely, does 
not try to get too involved with models of soctal interaction, content to observe that 
nineteenth-century Paris was bourgeois, and that the contradictions and tensions with 
bourgeois society were made manifest in the garments it bought, wore and displayed. 

The book can be divided into two parts. Chapters IH to V describe the emergence 
of the ready-made industry and the new channels of distribution, the department 
stores. The rest of the book, and especially chapters VI to VII, analyse the shifting 
fashions among the upper end of the clothing market, the clientele of the bespoke 
tailors and dressmakers. This cultural history of clothing may not be to everyone’s 
taste but Perrot is to be congratulated for his use of such awkward sources as fashion 
manuals and etiquette handbooks. The etiquette handbooks in particular provide a rich 
texture to what are called ‘the imperatives of propriety’. 

This is a valuable contribution to the history of the dress and fashions of the French 
middle classes in the nineteenth century. Indeed, the reason why the English 
translation is to be welcomed 1s that this book is unsurpassed by any study of the 
history of fashion trends in the nineteenth century. 

Readers of this journal will enjoy the description of changing consumer tastes, but 
business historians will be more interested in the description of the development of the 
Paris clothing industry in the first half of the nineteenth century. Perrot concentrates 
on the challenge to traditional tailors represented by the new ready-made sector. This 
section of the book is notable for two things: the early move to subdivision among 
manufacturers; and the early innovations in retailing prompted by ready-made clothes. 

Subdivision started as early as the 1820s — well before mechanisation — as the 
growth in demand for cheap but good quality garments was met by old-clothes dealers 
who moved into manufacturing. The retailing origins of these early manufacturers 
ensured a close relationship between market and workshop. As clothes stalls grew into 
fancy-goods stores and then, in the 1850s, department stores, so new innovations were 
adopted, The Bon Marché, the first department store, opened in 1852 with fixed prices, 
free entry and an increasingly wide choice of goods and pursued a strategy of low 
margins and high turnover. This, we know, was copied by British retailers and brought 
back to the new department stores of London and the provinces. Perrot well describes 


ad 


BOOK REVIEWS 117 


the link between changes in the manufacturing and distribution of clothing and shows 
that the clothing industry developed earlier in Paris than in London. It is, therefore, 
with some frustration that business historians will read this book. The emphasis on the 
socio-cultural history of clothing is to be applauded, but we would like to know more 
about mundane machines, factories and shops. 


University of Reading ANDREW GODLEY 


ROLV PETTER AMDAM and KNUT SOGNER, Wealth of Contrasts: Nyegaard & Co. — 
A Norwegian Pharmaceutical Company, 1874-1985 (Oslo: Ad Notam Gyldendal, 
1994. Pp.257; illus. ISBN 82 417 04054, NOK 300). 


This is the story of the evolution of a small Norwegian company, established in 1874 
as an agency to import pharmaceuticals, into a major player in the world 
pharmaceutical industry, as the Hafslund Nycomed Corporation. The industry in 
Norway was, uniquely, highly regulated, and until into this century pharmacies had a 
peculiarly privileged position, licensed by the government as importers, distributors 
and manufacturers of drugs and medicines. 

Changes in the law, however, allowed the small Nyegaard company to become 
first a wholesaling company and then, between 1911 and 1913, a manufacturing 
business. Initially its product range was built on copies of imported drugs, principally 
tablets sold under the trade-name ‘Globoid’; Globoid Acetocyl (aspirin) became one 
of the company’s two best-selling products — the other was Nyco Fruktsalt (a copy of 
Eno’s). As household names in Norway, their profitability in the inter-war years 
underpinned the growth of the company. 

At this time, too, research began into vitamins, more specifically into the search to 
identify and isolate the substance in liver effective against pernicious anaemia. 
Nyegaard’s success in producing liver concentrates brought the company into contact 
with Glaxo which was licensed to use the Norwegian process to manufacture Examen. 
In the event it was the US corporation, Merck, which outstripped both Glaxo and 
Nyegaard in the discovery of Vitamin B; in 1948. . 

The 1950s proved to be a disappointing decade in terms of the emergence of new 
products from the company’s research and development, but licensing agreements, 
first with the US Schering Corporation from 1956 until 1969 and then with Glaxo from 
1969 until 1980, strengthened Nyegaard’s product portfolio. The decision to 
concentrate research on X-ray contrast agents in 1967 was a turning point for the 
company. The discovery of Amipaque in 1969 was followed in 1982 with Omnipaque; 
that led, in tum, to a closer relationship with the Sterling Drug company and, 
ultimately the purchase in 1994 of Sterling’s diagnostic imaging business. 

Rejecting a takeover bid from Glaxo in 1980 — which, ironically, told Nyegaard 
that there was a risk attached to its success ‘in a large measure due to ... one product’ 
— Nyegaard’s owners preferred a national alliance with Norgas made in 1981. 
Expansion, acquisitions and changes from 1986 to 1994 are recorded in summary 
form. Amply illustrated and well produced, the translated text does not always read 
smoothly. This does not, however, detract from what is a significant and scholarly 
contribution to the history of the international pharmaceutical industry. 


Oxford Brookes University JUDY SLINN 
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MANFRED KRAUSE and JOCHEN PUTSCH, Schneidwarenindustrie in Europa: Reisen 
zu den Werkstitten eines alten Gewerbes (Cologne: Rheinland, 1994. Pp.308; illus. 
ISBN 3 7927 1470 1, no price given). 


This lavishly produced and richly illustrated volume, written by the two chief officials 
of the Industrial Museum in Solingen, deals with the recent history and the current state 
of the cutlery industry in 11 European countries. Beside Belgium, Switzerland, Austria, 
Italy, Spain, Portugal, Sweden and the Czech Republic, longer essays deal with 
Germany, Britain and France. Pride of place is naturally reserved for Solingen together 
with one or two other German regions, but Sheffield is also given extended, sympathetic 
but at the same time realistic treatment in a chapter significantly entitled: ‘Sheffield ~ 
“Industrial Decline” or the Decline of the former World Centre of the Cutlery Industry’. 

The leading theme of the book is the rise of Solingen from a rather hidebound and 
backward production centre, to overtake Sheffield, which had hitherto dominated 
world markets, in the second half of the nineteenth century. In the years to 1914 it 
became the world’s leading exporter of cutlery and edge tool goods, a position which 
it has kept, in spite of all the vicissitudes of the intervening years, until the present 
time, at least as far as Europe is concerned. The main interest of the readers of this 
journal is, however, likely to lie in the fate of Sheffield, and although the authors have 
had no new material at their disposal, they make intelligent use of the available 
literature, and the interest lies in seeing how outsiders explain the striking decline of a 
once successful British industry. 

The decline took place ın two clear phases, c.1860-1914 and post-1945, with 
some halfhearted attempts to reverse the trend in the inter-war years. In the first phase, 
the failure to use mechanisation, in particular machine forging, is given some of the 
blame, but a German delegation of 1908 also pointed to other weaknesses. Among 
them was poor unionisation, which kept wages low and thus reduced the incentive for 
workers to innovate and reduced the intake of apprentices well before 1914. Driven 
out by Germany from one market after another, Sheffield had to rely increasingly on 
sales within the Empire. 

After 1945, poor quality and poor training, as well as an industrial structure 
consisting mostly of small firms unable to afford up-to-date machinery, bear much of 
the blame. Employment in the cutlery trades is now no greater than it was at the end 
of the seventeenth century, when the town’s population amounted to no more than one 
per cent of the present numbers: a single Brazilian firm currently employs more cutlery 
workers than the whole of the British industry put together. 

The value of case studies of this kind is evident. Yet the success of so many other 
German industries in recent decades, and the corresponding decline in Britain, makes 
it likely that at least some of the causes will have to be looked for outside the confines 
of one or other city. 


University of Sheffield SIDNEY POLLARD 
YASUO GONJO, Banque coloniale ou Banque d'affaires. La Banque de |’ Indochine 
sous la Ille République (Paris: Comité pour l'histoire économique et financière de la 
France, 1993. Pp.xiv + 429. ISBN 2 11 087164 4, 199FF). 


As far as I know, this book is a première: it deals with French business history, but it 
was written by a Japanese scholar, in Japanese, and first published in Japan in 1985. It 
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has now been translated into French (the translation has been checked by the author 
and quotations are given in the original). Its publication is welcome, as it is a serious 
and interesting piece of work on an important subject. 

Professor Yasuo Gonjo has done much research in French public archives — mainly 
those of the Colonial Office and of the Ministry of Finance; as for the records of the 
Bank of Indochina, he has used the minutes of its Board and the reports to 
shareholders’ meetings; he has seen some documents in the archives of other large 
Parisian banks. His list of printed sources and his bibliography are apparently 
complete. These rich materials have been used with intelligence and skill, and have 
been woven into a detailed — but always lucid — narrative, from the Bank’s beginnings 
up to the Second World War, which, of course, created a sharp break. Occasionally one 
feels the influence of the Marxism which for a time prevailed in Japanese universities, 
for instance in the strange view that the Bank of France was created to grant credit to 
small and medium-sized firms, which had just been freed by the French Revolution 
from the feudal yoke, and to promote the rise of the petit bourgeoisie (p.365). 

The Banque de I’Indochine was established in 1875 and given the privilege of 
issuing banknotes in the French colony of Conchinchina; it developed greatly as 
French rule spread to the rest of Indochina, but it also opened branches in various 
countries in the Pacific and Indian Ocean zones, especially in Hong Kong and in China 
(in the latter from 1898 onwards). From a purely ‘colonial’ bank, it also became an 
investment bank, and the largest among the French banks which operated outside 
Europe. Its founders had been two large Parisian joint-stock banks, but later every one 
of the ‘Big Five’ French banks held a share of its capital. There was thus, in the Bank’s 
history, a first period of ‘expansion’, both inside and outside Indochina; the Bank was 
willingly an instrument of French foreign policy, in promoting French economic and 
political interests, especially in China. The First World War was a break and opened a 
period of ‘incertitudes’; turmoil in China was uncongenial to new progress there, so 
that the Bank had to recentre its business upon Indochina itself — where it established 
a quasi-monopoly in commercial credit. At the same time, the French government 
tried time and again to strengthen its control over the Bank, an effort which the latter 
resisted as much as possible. This book is therefore a useful contribution to the debate 
over the role which the state has played in French economic affairs. 

Yasuo Gonjo has also considered the impact which the Bank’s activities have had 
upon the economic development of colonial Indochina; his verdict is mainly negative. 
At the Bank’s foundation, the French authorities had hoped that it would grant cheap 
credit to peasants, who were squeezed by usurers. Actually, the Bank’s customers were 
Chinese and European merchants, and its main role was the financing of the colony’s 
foreign trade (especially rice exports to China via Hong Kong). The conclusion is that, 
on the whole, the penetration of French capitalism was limited and did not cause any 
basic change in traditional socio-economic structures; far from freeing peasants from 
usury, it rather aggravated its grip — as the French authorities wanted to support of the 
traditional ruling classes, which indulged in usury. 

On the other hand, despite the handicap of having to operate between two 
monetary systems, based on gold and silver respectively, despite the depreciation of 
silver in the late nineteenth century, the Bank was well managed, had a good record as 
far as profits were concerned and became a powerful groupe, which controlled much 
of French bankers had Malthusian attitudes, but in his foreword, Patrick Fridenson 
considers that the history of the Bank of Indochina proves that its leaders were 
dynamic entrepreneurs, who were alert to opportunities and able to adapt. 

On the whole, this is an excellent study, in which, moreover, British readers will 
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find useful information on the competition and co-operation between British and 
French banks in the Far East. It must be mentioned that it has a twin of a sort: between 
its Japanese and French editions, Marc Meuleau published, in 1990, his own history of 
the Banque de I’Indochine, which covers the whole period from 1875 to 1975, when 
it merged with the successor-bank of the Suez Canal Company, to form the powerful 
Indosuez bank. Meuleau was able to use a mass of records, which had been discovered 
in Shainghai, when the bank set up shop again there. However, this hardly reduces the 
significance of Yasuo Gonjo’s book, which makes one wish that many more Japanese 
business historians would work on French subjects. 


Paris FRANCOIS CROUZET 


KARL ERICH BORN, Internationale Kartellierung einer neuen Industrie: Die 
Aluminiwn-Association, 1901-1915 (Zeitschrift für Unternehmensgeschichte, Beiheft 
84; Stuttgart: Franz Steiner Verlag, 1994. Pp.111; ISBN 3 515 06456 7, DM45). 


At the dawn of this century the electrolytic production of aluminium was a new 
industry with just five firms in a market already characterised by oligopolistic 
practices. Between 1901 and 1908 the industry’s first international cartel, the 
Aluminium Association, operated between these five — the Swiss firm AIAG, British 
Aluminium, the Pittsburgh Reduction Company (ater Alcoa), and the French 
companies Froges and Salindres.There was a second cartel between 1912 and 1915. 
These cartels are the subject of Born’s succinct and clearly written monograph, the 
latest in the variable, sometimes excellent, series of Beihefte published by the German 
Business History Society. 

While the aluminium industry has received attention ~ most recently with Smith’s 
study of Alcoa — little has been written about the internal history of these pre-war 
cartels. Given access to the business correspondence of Peter Huber-Werdmiller, the 
President of ALAG and of both cartels, Born has carefully reconstructed, in a largely 
chronological account, the changing market situations and inter-firm negotiations 
which accompanied the rise and fall of each cartel. 

The oligopolistic aluminium producers were protected by the patents issued in 
1886 for the electrolytic process, and by their early strategies of vertical integration 
and bilateral treaties. The first Aluminium Association came about as a result of 
plummeting prices and stagnant demand during the recession of 1900-1901. It was an 
ambitious project. The world was divided into ‘open’ and ‘closed’ markets. The latter 
comprised the USA, France, and government business in Britain, Germany, 
Switzerland and Austria-Hungary, to be left to the American, French, British and 
Swiss members respectively. Because of US anti-trust legislation, the Americans 
joined the Association via a proxy company established for the purpose in Canada. 
Production quotas were agreed between all members for the remaining ‘open’ market. 
For this, a centralised marketing organisation, with commission agents, was set up 
with the aim of increasing global sales. A security deposit was required of each 
member, and the regulations, funds, sales and profit sharing were administered by 
AIAG on behalf of the Association from its head office in Neuhausen. Because of this ° 
marketing function, Born argues the Association was a syndicate rather a mere cartel 
— though unsurprisingly the term was rejected by the Americans. 

Following the establishment of the Association, aluminium prices began to rise. 
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Though not tested statistically, Born claims that the Association helped maintain price 
levels during its first two years when there were surplus stocks, but that demand 
growth between 1903 and 1906 explains most of the price increases for these years. 
The Association barely survived into 1908 before it was dissolved in the face of 
increased competition from outsiders. The Héroult patent lapsed in 1906 encouraging 
nine new aluminium companies to be established. The marketing organisation also 
proved ultimately too inflexible to operate successfully in a period of extraordinary 
growth. The second cartel of 1912 dispensed with the latter, and restricted itself to 
negotiating production quotas and tariff prices for the whole world, excluding the 
USA. This cartel ended in 1915 with trading links broken by the war. 

Attempts at international collusion, if not always cartelisation, were typical of 
many industries and services from the second half of the nineteenth century. This is a 
useful case-study in an important area of research which itself seems to demand 
greater international collaboration between business and economic historians. 


University of Hull ROBIN PEARSON 


MANFRED POHL (ed.), Handbook on the History of European Banks (Aldershot: 
Edward Elgar, 1994, Pp.xviii + 1303. ISBN 1 85278 919 0, £199). 


This is one of the most remarkable books of the past decade. It has been produced by 
the European Association for Banking History (ZABH), a very youthful organisation 
founded in 1990, whose energies over its short life have been devoted to publishing 
reports of conferences and to launching a new journal. That such a substantial volume 
as this should have been contemplated, let alone produced, is 4 major achievement, 
and a great tribute to the Association in general and its committe Ín particular. 

As Manfred Pohl says in his introduction, ‘One of the many factors involved in the 
emergence of a common European identity is the evolution of a shared historical 
awareness’. His argument is that historical research can play an important part in 
raising cultural identity, even in such a rarefied subject as banking history. The aim of 
the Association is to encourage dialogue between banks and the public at large. Given 
this worthy intention it is something of a pity, although perhaps economically 
inevitable, that the book should have been published at such a high price. 

The design of the book is remarkably straightforward. Some 330 banks in 19 
countries were asked to provide short articles on their own history. Approximately 
two-thirds of these responded and these have all been included in the book. The 
articles are arranged by country with a short introduction, by a leading historian, which 
sets out the main features and trends. Somewhat surprisingly there is no introduction 
for the Insh essays which should have been one of the easier ones to write. The 
introductory essays are printed in English and French, while the individual essays are 
in either language; a substantial majority are in English. 

The first essay for each country deals with its central bank while the remainder 
deal with the commercial banks, for the most part the clearing banks. Occasionally the 
essays were written by people working in public relations departments who let their 
role as publicists overcome their historical judgements. The entry for Zurcher 
Kantonalbank in Switzerland was clearly written by someone whose usual audience is 
his shareholders. Inevitably, ın a work of this kind, the quality of the essays is a little 
uneven but this should not detract from the great value which this book will have as a 
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reference source for many years to come. 

Yet this volume also demonstrates the hitherto insular nature of historical research 
and thereby justifies the ambitions of the EABH to enliven European culture with an 
improved sense of its common history. Most of the country introductions have been 
written without reference to what has been happening in other countries. Occasionally 
when such a cross reference is made the point is not accurate. For example when Alain 
Plessis (France) compares France and England in the 1850s he claims that England 
was ‘already represented by large establishments in the form of limited companies 
with large networks of branches’. Scotland perhaps, but certainly not England. 

It is one of the best compliments which this book could receive to say that it raises 
more questions that it answers. For example one of the most interesting questions, still 
to be answered, is what was the mechanism by which knowledge of how to run a bank, 
and a banking system, was transferred between countries? Why were there so many 
similarities between the banking systems which evolved across Europe? Were the 
differences caused largely by legal constraints? This welcome new book points us in 
the right direction to find the answers. 


The Chartered Institute of Bankers in Scotland CHARLES W. MUNN 


BARBARA HOPMANN, MARK SPOERER, BIRGIT WEITZ and BEATE BRUNINGHAUS, 
Zwangsarbeit bei Daimler-Benz (Stuttgart: Franz Steiner Verlag Stuttgart, 1994. 
Pp.558; illus. ISBN 3 515 06440 0, DM89). 


The heart of this book is an account of the working and living conditions of various 
classes of foreign and forced labour at Daimler-Benz during the Second World War; 
and it is based mainly on an extensive oral history project, supplemented by materials 
from the firm’s archives (to which free access was given) and public archives. 
Voluntary foreign labour, tempted for example from Denmark by misleading 
advertisements, formed a tiny and declining part of the whole. Most foreign civilian 
labour came under compulsion, for example transferred in groups from French car 
plants, or rounded up by army press gangs in Poland or Russia. Then there were 
prisoners of war. Most of these worked on the land because international convention 
prohibited their employment in armaments works; however the USSR had not signed 
the Geneva Convention, the Vichy regime was pressurised into waiving the relevant 
PoW rights, and in any case in 1944 large numbers of French and Italian prisoners of 
war were transformed into civilian foreign workers to ease their management and 
permit certain incentives. Lastly there were the concentration camp internecs, 
including of course numerous Germans. 

Daimler-Benz was among the largest employers of forced labour in the German 
armaments industry; they made up half of its labour force by 1944. The firm regarded 
such labour as a temporary expedient, and the authors conclude that it showed itself 
mainly indifferent to their well-being, making little use of such scope to improve their 
lot as the regulations gave it. Interviewees from all classes recalled the inadequate diet, 
poor accommodation, infestation with vermin, arbitrary mistreatment and 
punishments, humiliation by German foremen (but also some kindnesses), insults from 
the German public, homesickness, and fear of bombing. However western workers and 
PoWs (especially Anglo-American) experienced better conditions and liberties than 
eastern: for example, western, but not eastern, civilian workers had freedom of 
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movement within the local commune, and were paid more similarly to their German 
counterparts. The appaling conditions of concentration camp intemnees need hardly be 
stated. Paucity of information about plants on Russian soil prevents comparison of 
conditions inside and outside the Reich. 

The recollections of so many non-colluding individuals corroborate each other. 
The focus is, understandably, humanitarian, and the particular interests of business 
history are answered only incidentally. Thus, much forced labour was used for 
unskilled jobs such as fetching and carrying; however the fact that little of it possessed 
specific metal-working skills seems to have encouraged greater resort to moving 
assembly lines. Fines, whether of pay or of food rations, were the main incentives 
used, But only the book’s final sentences hint at the firm’s true rationale for using 
forced labour. It was not forced on the firm by the authorities but mainly its 
autonomous way of closing the labour shortages produced by massive armaments 
orders. The firm itself sought to enlarge its share of these orders, not so much for 
present profits as to enable it to modernise its plant and equipment and thus maximise 
its competitive advantage in post-war markets. So thoroughly mundane, it seems, was 
the view of the post-war world controlling its wartime business strategy, whatever 
Hitler’s hopes; and forced labour played only a temporary, even if vital, role in its 
realisation. One is left to infer that nothing more than this lack of long-term business 
interest in its unfree labour underlay Daimler-Benz’s uninterest in their well-being or 
in shielding them from official terror. 


University of Manchester THEO BALDERSTON 


PAULINE GRAHAM (ed.), Mary Parker Follett - Prophet of Management: A 
Celebration of Writings from the 1920s (Boston: Harvard Business School Press, 1994. 
Pp.xix + 296. ISBN 0 87584 563 0, $29.95). 


This collection of essays contains 1] selections of Mary Parker Follett’s work on 
management, first delivered either as lectures in 1925 and 1933 or written as part of 
books on government and behaviour. These essays are embellished with present-day 
commentanes by business thinkers and a brief biographical sketch of the lady. Largely 
out of print for over 20 years, Follett’s work has until recently been virtually unknown 
everywhere except in Japan where a Follett Society has been in existence since the 
1950s. Pauline Graham, however, was determined to restore Follett to greater 
recognition as a management thinker whose ideas and ideals have modern 
significance. 

Who then is Mary Parker Follett? She was one of the ‘New Women’ of the late 
nineteenth century who was educated to university level and had sufficient financial 
independence to become involved in social work and running charitable organisations. 
One of America’s social reformers and practical managers during the Progressive Era, 
she was also a keen observer and a scholar. Moving in Boston academic and 
intellectual circles she was able to keep abreast of developments on both sides of the 
Atlantic. Having published The New State: Group Organization the Solution of 
Popular Government in 1918, she became a more prominent figure and was asked to 
represent-the public on arbitration boards, minimum wage boards, public tribunals and 
other official bodies. She thereby gained first-hand knowledge of industrial relations, 
and from there her interest moved to business and industry. Indeed she had a second 
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career as what would now be considered a management expert. She investigated 
specific problems in factories and organisations, lectured on management topics at 
business conferences, universities and before other professional bodies, in both 
England and America. She was in her own day recognised as an authority on business 
administration. 

What then were or are her contributions to management? The experts who have 
been called in to comment on her work clearly think that she has contemporary 
significance. In these selections Follett calls for ‘the creative experience’ or making 
conflict productive together with the ‘integrative solution’ or power with rather than 
power over persons. There should be creative rather than destructive conflict. 
Differences should be made to work in a positive way while arbitrary commands are 
bad news. Authority does not flow downwards; rather it comes from the intermingling 
of processes and people with knowledge. There should always be self-respect and 
respect for others. Relationships matter. Follett thus has insight into participative 
problem-solving, high performance teams, conflict resolution, collective responsibility 
and the role of business in society, to name a few major modern concerns. Some of the 
commentators think she is timeless. Yet if her thinking was so central to good business 
practice why has she been neglected? It may be that she was a woman moving in what 
until recently has been a man’s world. Perhaps also as a non-academic she failed to 
develop a school of disciples. As an ex-social worker she spoke more of reconciliation 
than of dominance and thus was not in tune with many business leaders. It will be 
interesting to see whether her humanity and humility can appeal to the current 
generation of business students and managers. 


University of Nottingham MARGARET WALSH 


LANCE E DAVIS and ROBERT J. CULL, International Capital Markets and American 
Economic Growth, 1820-1914 (Cambridge: Cambridge University Press, 1994, pp. vii 
+ 166. ISBN 0 521 46054 9, £27.95). 


On the eve of the First World War, the United States was the largest debtor nation in 
the world, despite being both the richest and an important international investor in her 
own right. It is the causes and consequences of this position that Lance Davis and 
Robert Cull seek to explore and explain in this book. It does not aim to be a 
comprehensive account of foreign investment in the United States, being a mere 160 
pages compared to the 1,060 of Mira Wilkins’ The History of Foreign Investment in 
the United States to 1914. Instead, it seeks to be more analytical, using the evidence 
produced by previous writers on the subject to formulate an analysis. The question is 
whether what they have produced in convincing. 

The first chapter shows that the inflow of capital into the United States occurred 
over a long time period, with particularly heavy borrowing before 1840, and during the 
1860s and 1880s. At other times the net inflow was much more modest, with even a 
net outflow between 1897 and 1905, though reversed thereafter. Essentially, the 
argument here is that the rapid growth of the US economy created large capital 
requirements that, normally, could not be satisfied domestically. These points are 
further reinforced in Chapter 2 when the uses to which imported capital was put are 
investigated. From this it is clear the imported capital concentrated upon particular 
sectors of the US economy, especially those that required the use of long-term loans, 
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notably canals and railways. The lack of hostility to American borrowing, both at 
home and abroad, is also briefly reviewed in Chapter 3. 

So far the book has stressed the importance of the demand for capital, with the 
pace and nature of American economic growth being the main explanation for 
continued capital imports. However, in the fourth chapter the focus switches to 
problems of the domestic supply of capital through both the lack of sophistication in 
the financial system and biases within it towards particular investments. In particular, 
they suggest that, for institutional reasons, the New York stock exchange was slow to 
respond to new demands for capital, both by type and region. Hence, one reason for 
continued capital imports into the USA was capital market imperfections that created 
opportunities for more skilled foreign investors and their institutions. This is the most 
interesting chapter in the book, using and extending as it does my own work 
comparing the London and New York stock exchanges! In contrast, the final chapter 
tracing American investment abroad is something of a catalogue, stressing its direct 
nature as it concentrated upon neighbouring economies like Canada and Mexico. 

Overall, apart from the section on capital market imperfections, little of what 
Davis and Cull says is novel, and much of their evidence is well known and rather 
descriptive. Similarly, the conclusions concerning the role played by capital imports in 
American economic growth are rather obvious and general. Too much of the book is 
a synthesis of existing and well-known work, and too little really addresses itself to the 
central questions of why the Americans borrowed so much and with what effect. In 
that sense the book is rather disappointing for a subject of major importance and 
authors very well qualified to tackle it. 


University of Durham R.C. MICHIE 


STEVEN BRINT, In An Age of Experts: The Changing Role of Professionals in Politics 
and Public Life (Princeton: Princeton University Press, 1994; Pp.278. ISBN 0 691 
03399 4 (CL), $29.95). 


The professional classes remain a mystery, despite so.many attempts by sociologists 
and historians to understand them. Clearly, they are of the middle classes — indeed, the 
heart and soul of the middle classes — but their precise relationship to the business 
middle classes remains obscure and problematical, as does their position in the ‘power 
elite’, the ‘ruling classes’, or however one wishes to describe the alleged inner circle 
of rule in modern society. There is absolutely no consensus on even the most basic 
issues of interpretation raised by the professional middle classes, with many 
sociologists contrasting the often left-oriented ‘new class’ of knowledge-based 
professional experts with the right-leaning profit-oriented business middle classes. 

In An Age of Experts 1s a valuable and searching book, dealing chiefly (but not 
exclusively) with, the American professional classes in a wide-ranging and original 
way. Covering an enormous amount of ground, Brint sees the contemporary 
professional classes as splintered in a variety of ways, suggesting a growing division 
between what he sees as two new classes of professionals, a “for-profit expert class’ 
and a ‘non-profit’. expert class’, differing essentially because of ‘the quite different 
market situations they occupy and the quite different political and cultural interests 
they typically represent’ (p.206). As well, he discerns three ‘quite ancient’ 
professional groups as still important: employees or partners of large professional 
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firms like accounting and law firms, the ‘educated but economically insecure ‘lesser 
specialists’ - by whom, I fear he means the likes of us poor academics (assuredly a 
valid insight) -and an ‘apprentice class’ of research assistants and the like. This 
schema may be more than slightly confusing, but if so it reflects the very confused and 
fragmented nature of the contemporary professional classes. 

As well, Brint presents a great deal of very useful and often original empirical 
data, most notably the results of a survey of 85 prominent American ‘writers, thinkers, 
and editors’, of whom 61 replied, covering a wide range of matters, especially journals 
regarded as influential and political attitudes. However, one can certainly take issue 
with the representativeness of Brint’s sample. For example, only four historians 
responded, Peter Gay, Gertrude Himmelfarb, Stephen Marcus, and C. Vann 
Woodward, hardly a choice of names likely to command universal assent as either the 
most influential or the most representative possible selections, and all with reputations 
well-established a quarter century ago. Most of the names on Brint’s list are those of 
highly public intellectuals, the type who turns up over and over again in the New York 
Review of Books and the like, rather than persons truly influential or seminal in a 
narrow academic or cultural sphere; in many respects the two types are inherently 
contradictory. Among all American professionals, Brint finds a growing conservatism 
on economic issues but greater left-liberalism on social and libertarian behavioural 
issues, which seems very sensible. 

The contemporary British professional classes, if studied from a similar 
perspective, would probably show both many similarities and many differences from 
their American colleagues. Certainly there is a growing ‘for-profit expert class’, often 
drawn from the most conservative of professions such as barristers versed in European 
community law. Yet the traditions set by the genuinely ancient, Establishment 
professions, the Anglican clergy, the law, especially the bar, and medicine, have 
continued to pervade British professional life and its ethos to the present, although so 
much has changed during the past 20 years. For this reason especially the subtle nature 
of the differences in professional conduct and ethos between America and Britain, the 
insights provided by Brint for the former must be carefully weighed in any assessment 
of the British experience. I would personally have wished for more attention to be paid 
to the ethnic, socio-economic, and educational origins of today’s American 
professionals, which in my view would be just as likely to explain current attitudes as 
the present situation vis-a-vis the market place of today’s professionals. In an Age of 
Experts is a valuable and wide-ranging study of a subject on which no consensus has 
been reached by expert professionals. 


Deakin University W.D. RUBINSTEIN 


CLAUDE BELLAVANCE, Shawinigan Water and Power, 1898--1963: Formation et 
déclin d'un groupe industriel au Québec (Montreal: Boréal, 1994. Pp.446; illus.; 
maps. ISBN 2 89052 586 4, no price given). 


In his classic book on the role of hydroelectricity and industrial development in 
Quebec, John H. Dales put forward the hypothesis that the availability of cheap hydro- 
power favoured the resource sector at the expense of the urban market. As a result, 
Quebec industry was composed of a handful of giant resource-based industries and a 
large number of smaller labour-intensive firms. Relative to Ontario, average wages 
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and the demand for manufactured goods were lower in Quebec. 

Claude Bellavance extend Dales’ analysis. Dales’ book was published nearly 40 
years ago, before the industry was brought under the control of the state by Hydro 
Quebec in 1962. Focusing his attention on the rise and decline of Shawinigan Water 
and Power (SWP), the most dynamic enterprise in the sector, Bellavance seeks to 
address how the industry shaped Quebec’s economic development and to understand 
whether public ownership was inevitable. He has written an excellent account of the 
firm, based on his masters and doctoral theses, consulting a wide range of sources, 
including over 1,000 files on SWP alone found in the archives of Hydro Quebec. 

The approach is chronological. Located in Shawinigan, about 120 kilometers 
north/east of Montreal, the firm began exploiting the vast resources of the St Maurice 
river at the turn of this century. The provincial legislature gave the company control 
over all water rights for a period of 99 years. Initially the firm did not transform the 
energy into electricity before it was sold, but by the 1920s it had developed its own 
network of regionally based chemical, aluminium, and pulp and paper firms. The 
strategy was at once offensive and defensive. It created a captive market for SWP’s 
power, and at the same time it constrained competition. Bellavance describes the 
regional bases of the industry — each major company under the apparent approval of 
the state appears to have its own river and market to exploit — as a means of auto- 
regulation. Much of the book focuses on the development of SWP’s network and its 
access to capital in Canada, the United States, and Britain. These sections should be of 
interest to business historians working in this field. 

After World War Two, the firm began selling more power to the household sector. 
But as the Quebec economy grew and diversified, SWP found it could no longer rely 
on the St Maurice to supply its customers. Auto-regulation broke down. Caught 
between its inability to secure other sources of energy in other regions of the province 
and in Newfoundland, and a less passive state, SWP was unable to supply its 
customers. As a result, the SWP network collapsed. 

The tone of the book is dispassionate. Although Bellavance recognises the role of 
SWP’s management in developing its strategy, he finds no heroes or villains in the 
story. Intervention was inevitable and management seemed to recognise this. My own 
hesitation is that despite the wealth of evidence collected he does not confront Dales’ 
hypotheses head on. Whether or not SWP distorted factor prices remains unanswered; 
whether Hydro Quebec corrected the distortion should be a concern for future 
research. 


Université de Montréal MICHAEL HUBERMAN 


COLIN GORDON, New Deals: Business, Labor, and Politics in America, 1920-35 
(Cambridge: Cambridge University Press, 1994. Pp.xii + 329. ISBN 0 521 45122 1, 
£40 hb; ISBN 0 521 45755 6, £15.95 pb). 


There is a vast literature on the New Deal in the United States, as Colin Gordon amply 
demonstrates in a most impressive array of references and an extensive bibliographical 
essay. Much of this literature is of a specialised nature, and Gordon has drawn upon it, 
and upon archival sources, to present a broad interpretation of the New Deal’s origins 
and nature. The study focuses on business interests since, as Gordon emphasises, 
business has historically been the dominant force in determining public policy in the 
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United States, The roots of New Deal policies are sought in the 1920s, and the first 
part of the book examines the strategies devised by private business during that decade 
to restrict competition. Such attempts at private regulation of the market met with 
limited success before 1929, and collapsed completely with the onset of the Great 
Depression. It is ın the context of the collapse of these private regulatory efforts that 
Gordon moves on to consider New Deal policies themselves, and in particular the 
National Recovery Act of 1933, the Wagner Act of 1935 and the Social Security Act 
of the same year. In the case of the Recovery Act, with its state sponsorship of trade 
associations and codes of fair competition, it is not difficult to detect both the weight 
of business interests in policy formation and elements of continuity with private 
regulatory schemes of the 1920s. in practice, state-sponsored business regulation was 
largely ineffective since, Gordon argues, the very fragmentation of business interests 
that suggested the need for political intervention also undermined political solutions. 
With the Wagner Act, which established the workers’ night to organise in independent 
trade unions, a business-orientated interpretation of the New Deal encounters more 
difficulty. Gordon indeed recognises the problem. Given both the privileged position 
of business in US politics and the extreme antipathy of most US employers towards 
unions and collective bargaining, how could a piece of legislation such as the Wagner 
Act become law? In dealing with this difficulty, Gordon makes the most of such 
connections as-can be traced with the Recovery Act and with the private regulatory 
initiatives of the 1920s. Regarding the latter, it was the case that in certain industries 
some employers had perceived unions as a stabilising force, potentially capable of 
taking wages out of competition. The role of ‘regulatory unionism’ in coal and 
clothing is well known, and these and other cases are discussed by Gordin in tracing 
the New Deal’s roots to the 1920s. So far as links to the Recovery Act are concerned, 
the 7(a) clduse of that statute undoubtedly paved the way for the Wagner Act by 
apparently guaranteeing the workers’ right to unionise. On the other hand, business 
violations of both the spirit and the letter of this clause had rendered it inoperable. 
Nonetheless, a logical continuity between the two statutes is implied in Gordon’s 
analysis. When the Recovery Act was declared unconstitutional in 1935, and its 
ramshackle regulatory framework dissolved, a federal labour law that entrenched 
regulatory trade unionism appeared as an alternative route to stability. In this sense, it 
is implied that the Wagner Act was compatible with business strategy as pursued over 
the preceding 20 years. The argument fails to carry conviction because, as Gordon 
acknowledges, with few exceptions business interests opposed the Wagner Act and 
repeatedly challenged it after it became law. In the formulation of the Social Security 
Act, Gordon again lays stress on business influence and continuity with the anti- 
competitive strategies of the 1920. There is much interesting material here, but the 
problem in reconciling the passage of the Wagner Act with the alleged dominance of 
business interests in New Deal policy formation inevitably casts doubt on the overall 
interpretation that is presented. While this is a work of great erudition and considerable 
ingenuity it is, nonetheless, hard to fathom why it is so reluctant to acknowledge the 
full implications of the radical (1f temporary) shift in political climate that occurred in 
America in the 1930s. Surely it is only by such an acknowledgement that one can 
make sense of the Wagner Act and the transformation in union membership and 
influence that occurred under its auspices. 


University of Kent JOHN LOVELL 
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BETTYE H. PRUITT, The Making of Harcourt General: A History of Growth through 
Diversification, 1922-1992 (Boston: Harvard Business School Press, 1994. Pp.xiv + 
310; illus., tables. ISBN 0 87584 509 6, $35). 


The firm now known as Harcourt General began as a cinema operating company, 
Smith Theatrical Enterprises, in 1922, Philip Smith, the founder of the company, built 
up a successful chain of cinemas in New England, but had to sell most of them after 
the stock market crash of 1929. In the 1930s he was one of the pioneers of drive-in 
restaurants. Attempts to found a chain of bowling alleys were less successful, and 
these and the restaurants were closed or sold after Philip Smith’s death in 1961. The 
cinema chain continued to flourish, boosted by Philip Smith’s innovative strategy of 
opening cinemas in the new shopping centres that were being built in America in the 
1950s, though the major expansion in this field took place after his death. General 
Cinema, as the company was now called, became the largest theatre operating 
company in the USA. 

The rest of the story of the company, at least as presented in this book, is that of 
Richard Smith’s search for other businesses to acquire. He was not so imbued with the 
ethos of the cinema business as his father and his father’s closest associates had been: 
he was primarily a businessman, and what the business was mattered less to him than 
how efficiently he felt 1t could be run. His acquisition strategy was based on the notion 
that the company needed three businesses to provide stability. 

He found a second, soft-drink bottling, in the late 1960s, using the cash generated 
by the cinema chain to buy a number of bottling franchises, notably for Pepsi Cola, 
and other soft-drink firms. Soft-drink bottling was dominated by local firms, with 
intensive marketing based on an intimate knowledge of local tastes and local outlets. 
Conflicts arose between local managers and the professional managers at the centre 
who saw the business from a financial perspective, not the perspective of local 
marketing wars. A flamboyant manager, Herbert Paige, the son-in-law of the founder . 
of the major bottling firm that General Cinema acquired, was put at the head of the 
bottling division, and energetically fought its battles against central control. Paige’s 
enforced resignation in 1979, as details of his embezzlement of company funds over 
several years came to light, brought changes in corporate management. The resistance 
of the executives operating the businesses to the new insistence on the determination 
of business goals by financial criteria was undermined by the circumstances of Paige’s 
fall. 

By 1980 the long-term interests of the company were seen by Richard Smith and 
the headquarters team as lying with neither the bottling nor the cinema business. Their 
energies were concentrated on finding new businesses to acquire, though the close 
scrutiny and demanding criteria they used in assessing potential purchases made the 
search a long one. They bought retailers — department stores and furniture shops — and 
invested in them, but without marked success. The sale of the bottling division in 1989 
increased their cash reserves to such an extent that the company was in danger of being 
treated and regulated as an investment company. With the acquisition of the publisher 
Harcourt Brace Jovanovich in 1991, the company, renamed Harcourt General, returned’ - 
to being primarily an operating company, after decades of being primarily a ‘deal 
company’. 

Perhaps as a reflection of the interests of the leaders of the company at the time 
this book was commissioned in 1988, it is as much, if not more, about the process of 
looking for and negotiating acquisitions as about how the businesses were actually run. 
Familiarity with some of the more arcane and sophisticated financial arrangements 
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used in takeovers in the USA in the 1980s and 1990s is assumed; without such 
familiarity some of the later tables are incomprehensible. Bettye Pruitt pays close 
attention to the management structures of the company as it evolved, how they 
changed and how effectively they operated. She identifies problems in management 
and does not shy away from giving an account of personal conflicts among the leaders 
of the company. Nevertheless, there 1s an aura of PR-influenced enthusiasm about 
some of the writing that raises doubts about the independence of the author. Given her 
interest in management, it might have been expected that she would have enquired to 
what extent the disappointing performance of the operating divisions by 1990 was due 
to the fact that the leaders of the company had focused their attention outside it for so 
long. An attentive PR department, however, would surely have produced some more 
interesting illustrations: 15 of the 2] photographs are merely formal pictures of the 


leading executives. 


University of Warwick CHRISTINE SHAW 


TETSUO ABO, Hybrid Factory: Japanese Production System in the United States 
(New York: Oxford University Press, 1994, Pp.xii + 318. ISBN 0 19 507974 4, £25). 


This book is a translation of parts of earlier Japanese publications drawn from a 
research project conducted between 1986 and 1990 into the extent to which Japanese 
consumer electronics, semiconductor, and automotive companies (car firms and 
component suppliers) transferred their domestic production systems into subsidiary 
manufacturing firms established in the United States. The topic adds to a proliferating 
literature since it is central to many current debates over production systems, 
technology transfer, industrial relations, flexible specialisation and mass production, 
and national competitive strategies. In the opening chapter Abo sets out the basic 
approach, namely that production systems develop out of a specific cultural context 
and, therefore, any attempts to transplant them into an alternative culture encounter 
constraints which may force some modifications to aspects of the systems. Chapter 2 
describes the 24 elements, primarily relating to work organisation and relations with 
workers and suppliers, which are taken to constitute the Japanese production system. 
The heart of the study is an attempt to evaluate how far plants in North America 
actually implement the 24 elements. Questionnaires, interviews and ‘day observation’ 
— one-day visits to 49 different plants — were used to assess operations at the home and 
overseas firms; each of the 24 elements was rated on a scale of 1 to 5 in which 1 
indicated use of US methods and 5 indicated full application of Japanese methods. The 
questionnaire’s format is set out in a separate chapter by Kujawa and Kumon with 
some detailed tabulations of, for instance, lay-off policies by industry. Kamiyama 
discusses the survey results. Across the four industries the average score was 3.3 with 
a range among individual plants between 2.0 and 3.9. Labour relations appear the most 
fully transplanted aspect of Japanese methods while, except in car assembly, the 
transfer of flexible work practices scores low. Overall the study concludes that 
overseas subsidiaries constitute a hybrid system of production rather than a complete 
transplant. The extent to which Japanese methods are applied in the four separate 
industries is examined by Kumon, Kamiyama, Itakagi and Kawamura. Car and 
component makers apparently make more complete use of Japanese methods, 
especially on the shop-floor while the consumer electronics plants operate as 
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traditional low-wage, assembly operation using imported parts and adapting more to 
American practices. Overseas semiconductor plants were smaller than their Japanese 
parents and relied on imported technology and expertise without making major 
alterations in American work practices. The variety of different hybrids are then 
examined through comparisons of particular production systems in several individual 
plants in the four industries. Abo summarises the study’s overall conclusions, but finds 
major problems, primarily scarcity of relevant data, in trying to relate specific 
production systems to measures of business performance. In an epilogue Wilkins’ 
1990 article from Business History Review surveying Japanese direct investment in the 
United States since the nineteenth century is reprinted. This study is a useful corrective 
to assumptions that technology transfer is straightforward or even necessary in its 
entirety. The detailed analysis of plants and aspects of production appear of most use 
to researchers seeking a source of comparison for their own work on some aspect of 
either technology transfer or Japanese production and management. The general 
conclusion that transfers are partial may be helpful in assessing the strategies adopted 
by American manufacturers in an effort to remain competitive. The issues of the 
changes in work practices, corporate strategies, and industrial and spatial restructuring 
are more fully analysed, however, in Martin Kenney and Richard Florida, Beyond 
Mass Production: The Japanese System and its Transfer to the US (Oxford, 1993). 


University of Glasgow MICHAEL FRENCH 


MARK J. ROE, Strong Managers, Weak Owners: The Political Roots of American 
Corporate Finance (Princeton: Princeton University Press, 1994. Pp.xvi + 324. ISBN 
0 691 03683 7, $19.95). 


The dominant explanation for the structure of the American corporation in the 
twentieth century was first set out in a book published by Berle and Means in 1932. 
They argued that the separation of ownership and control was the inevitable outcome 
of economic forces. Rapid expansion in the nineteenth century meant that in order to 
reap the economies of scale that new technologies allowed firms required large capital 
resources. These resources were well beyond the means of small groups and so 
shareholders became both small and widely dispersed: individuals, business and 
institutions. This is the view that Roe sets out, not so much to challenge, as to refine. 
Roe’s argument, with which it is easy to sympathise, is that history is of immense 
importance to a proper understanding, and so too is politics. Economics may be 
dominant but very far from providing the complete explanation. 

Most of the strands of Roe’s argument are well known and accepted but his 
weaving together produces a powerful case. His argument is that American public 
opinion has from the earliest times distrusted the large institution, particularly where 
there was any hint of a concentration of financial power. Populist sentiment strongly 
favoured fragmentation. Politics operated to restrict such concentrations of power and 
promoted fragmentation. Public opinion was not enough on its own. Interest group 
politics were critical. For example, small dispersed banks may have been the product 
of public opinion, but the small banks then had a strong incentive, and political 
support, to oppose big banks, and were often successful in so doing. The Federalist 
structure of the country also worked in favour of this and in addition political elites 
and bureaucracies in Washington had their own incentives to preserve fragmentation. 
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Thus while all along the historical path there were forces operating to concentrate 
financial power, politicians were enabled to prevent such concentration from 
becoming established. For example, in 1906 the insurance companies were prevented 
from holding shares. In 1933 the Glass-Steagall Act inhibited banks from holding 
shares. In 1940 Mutual Funds were discouraged from doing so and in the 1980s there 
were various State laws on takeovers that effectively contained leverage buy-outs. 
Some comparisons are made with both Germany and Japan, where politics are again 
found to be important in the explanation of quite different forms of ownership and 
control. 

Roe is very careful to point out that the American system is not demonstrably 
inferior to others, simply different, for the reasons he expounds. As he remarks, we do 
not have clear evidence that institutional involvement systematically improves 
corporate, and hence economic, performance. For the British reader the question that 
arises is that the United Kingdom has a similar management/ownership structure and 
problems of governance to the US, yet the two political systems are very different and 
the role of politics would be greatly diminished in the UK explanation. All the 
elements found to be responsible in the American story would seem to be missing in 
the British one: populism; pressure group politics, federalism, and so on. For Britain 
are we left simply with the economics? 

This is an excellent book and one that should be read by business historians; and 
it is easy to read. 


City University Business School FORREST CAPIE 


JEREMY ADELMAN, Frontier Development: Land, Labour, and Capital on the 
Wheatlands of Argentina and Canada, 1890-1914 (Oxford: Clarendon Press, 1994. 
Pp.xvi + 322; maps. ISBN 0 19 820441 8, £40). 


This is a comparative study of the foundation of the Canadian and Argentinian wheat 
industries in the prairies and pampas respectively. Adelman considers in turn the role 
of land, labour and capital in these two regions. 

Canada copied the homestead policy of the United States in 1872. However, it was 
not until the 1890s that settlement under the policy’s provisions reached significant 
numbers. This was partly because potential settlers had previously had better 
alternatives and partly because the development of dry-farming in the 1880s had made 
wheat farming more viable. Adelman argues that free homesteading was not as 
significant in the development of the prairies as is commonly believed. Many settlers 
purchased their farms, often from homesteaders, and it is a myth that free homesteads 
became the lifetime farms of those who colonised the land. 

While the Canadian settlement policy led to a relatively equal distribution of land 
amongst predominantly freehold farmers, the opposite was true in Argentina. The 
Argentinian pampas was acquired by estate owners who wanted to develop the land 
for ranching. However, the estate owners lacked sufficient capital and available 
supplies of labour to develop the land. So they leased their land for short periods of 
time to wheat growers who agreed to plant alfalfa during the last year of cultivation. 

It is often suggested that a substantial proportion of the Italian labourers employed 
on the Argentinian pampas were itinerant harvesters who travelled between Italy and 
Argentina every year. Adelman finds that in practice, especially in the period 
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immediately before World War I, most were unable to earn enough in one season to 
pay their passage back home and had to stay for a number of seasons. 

On the Canadian prairies, labour remained a scarce factor of production 
throughout the period 1890-1914. The use of the homestead settlement policy to 
promote small family farms was a disincentive to the development of wage labour on 
the prairies. The prairies were also much farther from major urban centres compared 
to the Argentinian pampas. Even cheap rail fares failed to encourage the Canadian 
urban unemployed to seek harvest work in large numbers, whereas the pampas 
attracted growing numbers of Argentina’s urban unemployed. The Canadian 
government was also not in favour of the immigration of Southern European peasant 
labourers. Indeed Adelman suggests that Austro-Hungarian and Russian immigration 
was less significant than is sometimes believed, while North American migration has 
been underestimated. The Canadian wheat frontier was partly an extension of the 
earlier American frontier. 

As a result of labour scarcity, Canadian farmers made growing use of labour- 
saving machinery. The mechanisation of prairie farming was further encouraged by 
cheap farm implement dealer credit and the willingness of Canada’s metropolitan 
banks to lend money to farmers who wanted to increase the size of their holdings in 
order to achieve greater economies of scale from dry farming. Adelman rejects the 
popular belief that metropolitan Canada drained the resources of the prairies. 

In Argentina, capital played a less important role in the development of the wheat 
industry, in part because the Italian immigrants lacked the experience to operate 
sophisticated machinery. Furthermore, most wheat farms were operated on short-term 
leases. The leaseholders had less incentive to accumulate capital in the form of 
agricultural machinery. Labour was cheap relative to capital. Bank lending was also 
uncommon in rural Argentina. 

This book is based on a variety of sources including government records and 
archives. Adelman suggests that in the case of Canada the statistical record is 
incomplete, while in Argentina the accuracy of the 1895 Census is in doubt. He has 
reconstructed some statistics from probate records held in Buenos Aires and Regina. 
However, this problem means that some of Adelman’s conclusions, for example on 
farm machinery in the Canadian prairies, must be regarded as tentative. 

While this book is not a business history, Adelman provides some interesting 
insights into the history of Canadian and Argentinian banks and agricultural equipment 
suppliers in Canada. However, there is one major shortcoming of his book. Adelman 
appears to anticipate a considerable amount of background knowledge on the 
economic histories of both Argentina and Canada. But in fact people who are 
knowledgeable on the economic history of one of the countries might not be on that of 
the other. 


University of Wolverhampton RICHARD A HAWKINS 


NANCY L. CLARK, Manufacturing Apartheid: State Corporations in South Africa 
(New Haven and London: Yale University Press, 1994. Pp.xiv + 226, ISBN 0 300 0 
05638 9, £25). 


This study recovers the intense debates surrounding the birth and development of 
South Africa's three key state corporations; the Electricity Supply Commission 
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(ESCOM), the Iron and Steel Corporation (SCOR) and the Industrial Development 
Corporation (IDC). The title ‘Manufacturing Apartheid’ is misleading in that only one 
of the five substantive chapters deals with the period of apartheid which dates from the 
coming to power of the Afrikaner Nationalists in 1948. Moreover, the book does not 
argue that from their formation in the 1920s the corporations were busy 
‘manufacturing apartheid’ in the sense of laying its foundations: Clark does not 
deviate from the view of ‘apartheid’ as a specific response to the social and economic 
crisis facing the segregationist dispensation during the 1940s. 

What the book does deliver is the most complete account yet of the unique 
conditions which forged South Africa’s twentieth-century industrialisation. It provides 
an unprecedented understanding of how state corporations gradually counteracted the 
resistance of the gold-mining industry to import substitution. Based primarily on 
government records, it will be of interest to those working in the field of 
government~business relations at the national level. It is a valuable teaching resource, 
coming on the back of recent renewed interest in South African inter-war economy 
(William G. Martin, ‘The Making of an Industrial South Africa: Trade and Tariffs in 
the Interwar Period’, International Journal of African Historical Studies, Vol.23 No.2 
(1990), Renfrew Christie, ‘Antiquated Industrialisation: A Comment on William 
Martin’s “The Making of an Industrial South Africa”, International Journal of 
African Historical Studies, Vol.24 No.3 (1991); Ben Fine and Zavareh Rustomjee, 
‘The Political Economy of South Africa in the InterWar Period’, Social Dynamics, 
Vol.18 No.2 (1992)). The amendment of existing interpretations is done in a subtle and 
unpolemical style which perhaps leaves the originality of the author’s own 
propositions a little understated. 

In the years after World War One, the gold-mining industry had fought a bruising 
struggle to reduce the pay, conditions and employment opportunities for white 
workers, weakening the legitimacy of the Union state created in 1910. Clarke shows 
that commitment to industrial production was very weak up to this point. Much debate 
has surrounded the question of whether the election of the Nationalist/Labour Pact 
government in 1924 was a tuming point ın South African economic history, ushering 
in secondary industrialisation through electrification and iron and steel production to 
provide jobs for white workers. Clark demonstrates that the Pact government did 
advance the cause of secondary industrialisation, but, crucially, without offending 
established private economic interests. ESCOM chartered a careful course between the 
existing producers; the Victoria Falls Power Company and the major municipalities 
and the principal consumers; the mines and South African Railways. In the case of 
steel, both the mines and the South African Railways, a powerful arm of the state due 
to its capacity to soak up white unemployment, already had access to cheap steel 
through the European cartel. The state corporations developed in partnership with 
private and overseas producers and through market sharing agreements. To keep prices 
attractive, ISCOR in particular reneged on a white labour policy, employing a scarcely 
higher percentage of white workers than the average in private industry. At all times 
the mining interest, as the major consumer of electricity and steel and provider of 
government revenues, retained powerful influence over the architects of 
industrialisation in South Africa. 

The eve of World War Two saw the interesting position of the mining house 
Anglo-American Corporation entering into partnerships with the state corporations 
whilst the Chamber of Mines financed the work of academics to denounce the price 
- fixing arrangements necessary for the corporations to operate in the first place. The 
growing confidence of the directors of state enterprise, lead by the forceful H.J. van 
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der Bijl, was marked by the formation of the IDC in 1940 and the termination of the 
private monopoly of the Victoria Falls Power Company over supply to the mines; 
ESCOM persuading mining interests that they were being ‘ripped off’ and would be 
better treated by the state. World War Two saw the decisive shift of mining interests 
behind domestic industrialisation, and at this point the question of labour policy 
dominated industrial planning for the future: lessons had also been drawn from the 
militancy of African workers between 1940 and 1946. 

It is argued that by the mid-1950s the state was choosing to directly involve itself 
only in those industries where labour control strategy could mimic that of the mines, 
and where it could exercise domination over markets. Thus the system of migrant 
labour was adopted in new industries supported by the IDC, which abandoned its 
direct involvement in the competitive textile industry. The latter required a stable 
urban African workforce which was difficult to organise within the political economy 
of apartheid. Nevertheless, the point should not be over-stressed since the IDC did 
continue to give hefty grants to subsidiaries of overseas textile firms willing to locate 
in South Africa, even after the chronic failure of its own projects. Generally speaking, 
the state corporations did not so much as ‘manufacture apartheid’ as plan their 
activities in order not to contradict its imperatives. 

Clark’s conclusion on the recent past is that it was not state control per se which 
made South Africa’s industrial sector inefficient. By setting themselves the dual 
objectives of controlling labour along racial lines and controlling domestic markets, 
and paying little attention to the development of exports, the corporations have not 
played their potentially dynamic role in a mixed economy. 


University of Hull STUART COUPE 


JAMES P. BRENNAN, The Labour Wars in Córdoba, 1955-1976: Ideology, Work and 
Labour Politics in an Argentine Industrial City (Cambridge, MA: Harvard University 
Press, 1994. Pp.xvi + 440; maps, figures; tables. ISBN 0 67450851 3, £47.95/ 
US$71.95). 


At the centre of this book lies, arguably, the definitive analysis of the dordobazo, a 
popular uprising in the city of Cérdoba in late May 1969, which has been compared 
with the Prague and Paris springs of a year earlier. Yet this study is much more than 
account of an event that marked a watershed in the twentieth-century history of the 
Argentine, leading directly to the return to civilian rule in 1973 and inexorably to the 
coup of 1976, the bloodiest period of military rule that the country had ever 
experienced. Brennan’s key objective is to examine the role of the working class in 
politics and the relationship of organised labour with civil society at large. In doing so 
he has produced an excellent, readable text which challenges many of the orthodoxies 
in the literature about the working class in Latin America and which will also 
command the attention of students of twentieth century social history, industrial 
relations, the history of international business and the political economy of late- 
industnalisation. 

Conventional accounts depict organised labour in Latin America as co-opted and 
bureaucratised. The Argentinian literature is highly dichotomised. Some analysts seek 
to impose on the course of working class history — or accounts of individual unions — 
either a ‘labour aristocracy’ or a ‘vanguard’ label. Others lament the pemicious 
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influence of Peronism — thuggery and state manipulation — which divorced leadership 
from rank and file, thereby undermining worker independence and frustrating the 
emergence of politically influential socialist party. Brennan demonstrates that, during 
the period, two mutually reinforcing characteristics typified the Cérdoba labour 
movement: pluralism and democracy (particularly participatory shop-floor 
democracy). These features derived from the nature of Córdoba society, which was 
largely traditional until the 1930s, when an oligarchic, university city was transformed 
by rapid demographic growth (mainly through rural migration) and the process of 
industrial expansion; the relative youth of the workforce; the cycle of sudden growth 
followed by slow decline observable in several industries (notably motor vehicle 
production and energy supply); the globalisation of the motor industry; and a relative 
autonomy from the central labour confederation and its principal affiliates based in 
Buenos Aires. Thus, independence and radicalism were consolidated as a 
disenfranchised proletariat, which was cordobése rather than peronista, searched for 
an identity in struggles against (largely authoritarian) government, a corrupt national 
labour leadership, inefficient national industries and high-profile foreign firms 
(Renault and FLAT). 

This is a first-class prece of research that provides a succinct, critical review of 
theories of labour history and a graphic account of the interaction of ideas and 
workplace experience. Above all, Brennan is to be commended for the subtlety with 
which he leads the reader through the intricacies of labour politics and his confident 
analysis of the history of labour relations and the political awakening of an 
increasingly militant proletariat during a period of mounting conflict with capital and 
the state. 


London School of Economics and Political Science COLIN M. LEWIS 


DOUGLAS BLACKMUR, Strikes: Causes, Conduct and Consequences (Sydney: 
Federation Press, 1993. Pp.xvi + 232; illus. ISBN 1 76287 114 0, no price given). 


In this book, Douglas Blackmur analyses two of the six major strikes that occurred in 
Australia during the period of early post-war reconstruction between 1945 and 1949. 
The Meat Industry Strike of 1946 and the Railway Strike of 1948 were largely 
confined to Queensland but, because of Australia’s system of arbitration and fissures 
in both the labour movement and the Labor Party, their effects were felt nationally. 
Blackmur’s aim is to examine the causes of industrial conflict in general by placing 
these strikes within a broad historical context that considers such factors as the role of 
the state, economic management, the Cold War, popular expectations and ideology. 
Blackmur has made a valuable contribution to the rather thin literature on post-war 
Australia. Through a detailed use of primary sources, he has been able to expose some 
(but by no means all) of the factors that contributed to the origins and conduct of these 
strikes. In the process, he reveals the complicated tensions that affected the Australian 
Left in these years. Among the sources of conflict were many that were of importance 
in other capitalist economies in the late 1940s, including fears that the high levels of 
unemployment of the 1930s would recur, exaggerated expectations as to entitlements 
following the sacrifices made during the Second World War, and conflicts between 
traditional unions (many of which were aligned with the Labor Party) and Communist- 
led unions that wanted to use strikes as a way of raising working class consciousness. 
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In Queensland, the industrial relations situation was further complicated by the 
presence of a long-established Labor government that could not properly reconcile its 
many roles. Although the Parliamentary Labor Party was dependent on trade union 
support, it was also hostile to the Communist-led unions and unionists that were a 
significant, if not the principal, source of industrial unrest in Queensland. Moreover, 
the Labor Party was a long-standing advocate of compulsory arbitration by the 
Queensland Industrial Court and thus opposed to strikes in general. Finally, in the 
Railway Strike the government was also the employer that had to face serious 
budgetary and management consequences if it acted generously towards the strikers. 

Although Blackmur does discuss the motives of the employers, his book does not 
provide much enlightenment as to the strategic value of industrial policy. His overall 
finding, that the employers were fiercely intent on maintaining their power to manage 
the workforce as they saw fit, is plausible but unremarkable. The real strength of 
Strikes is in its exposure of the manoeuvres of the unions and politicians which led 
subsequently to serious splits in the Labor Party at both the state and national levels. 
Through skilful use of archival materials, Blackmur is able to trace the course of the 
strikes ın considerable and convincing detail. 

This does not mean that Blackmur has necessarily proved the methodological 
point that he wishes to make. In the final section on “Theoretical Reflections’, he 
discusses ‘Major Strikes and Lockouts: Method, History and Theory’. Here, Blackmur 
contends that the use of detailed historical sources is a better way of revealing the 
causes of strikes and lockouts than is the aggregative statistical approach taken by, 
among others, James Cronin in Jndustrial Conflict in Modern Britain (1979). It is not 
clear, however, that the two approaches are mutually exclusive. If one’s intention is to 
illuminate the general causes of strikes and lockouts, a more promising procedure 
might be to follow the method that Alfred Chandler has used in Strategy and Structure 
(1962) and other books by looking for similarities in a large number of detailed 
histories such Blackmur’s own, 


University College, University of New South Wales PAUL L. ROBERTSON 


ROBERT GARDELLA, Harvesting Mountains: Fujian and the China Tea Trade, 
1757-1937 (Berkeley, Los Angeles and London: University of California Press 1994. 
Pp.xiv + 259; maps. ISBN 0 520 08414 4, $40). 


Tea was one of the most important industrial crops of pre-Communist China, and this 
book presents the first serious study of its economic role. Gardella focuses on the 
Fujian tea trade between 1757 and 1937 but throughout relates this to both the overall 
Chinese context and to the international market. His main conclusion is that the boom 
in Chinese tea exports from the 1840s to the 1890s did not act as a catalyst for 
economic transformation (there was ‘growth without development’) and the failure to 
transform ultimately meant that exports declined in the face of competition from India 
and Ceylon (for the market for black tea) and Japan (for the market from green tea). 
In keeping with much modern Chinese historiography, Gardella emphasises the 
importance of indigenous developments in the period before the Opium War. domestic 
production was highly decentralised (partly because very little capital was needed) and 
was co-ordinated through rural markets and middlemen; it was highly commercialised 
(extending to written contracts); and exports to Britain and to Russia (whose 
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consumers favoured brick tea) were far from negligible in this period. However, the 
core of his argument focuses on how China responded to the rise of international 
competition after 1890. He uses Robert Solo’s typology to contrast the “decentralised 
market-direct form’ of economic organisation found in China with the ‘organisational 
market-negotiated form’ found in the corporate colonial plantations in India and 
Ceylon (which were large scale and relied more heavily on mechanisation and 
organisational control). 

According to Gardella, the Chinese model was well suited to meet the team boom 
as it gathered pace from the mid-nineteenth century but it could not compete in the 
long term with the corporate plantations; thus by 1900 the Chinese advantage in terms 
of both yield per acre and price was lost. He suggests that a solution to the Chinese 
predicament in the 1890s would have been to follow the Japanese model: the Japanese 
did not embrace the corporate plantation mode, but the state played a more active role 
in promoting all aspects of the tea trade. However, this ignores the fact that plantation 
production was suitable for black tea but not green tea and it was the latter that the 
Japanese produced but the former which dominated pre-Republican Chinese 
production (and dominated world demand). Gardella, drawing on the work of Bastid, 
also suggests that the Chinese state was constrained in providing adequate help 
because the late Qing state only collected revenue equivalent to 8—11 per cent of GNP 
(pp.144—6) but this argument too appears fallacious as this level of collection was 
similar to that in Japan (the real issue is not the level of extraction by the state but the 
use the state makes of its funds). He does make clear that the taxation of tea provided 
an important source of revenue for a state whose primary objective was to maintain a 
strong army in the face of internal and external threats but surprisingly he understates 
the effect of China’s defeat in the Sino-Japanese War (the reparations the Chinese were 
forced to pay boosted the Japanese economy and weakened the Chinese economy and 
furthermore Taiwan, which in 1885 had provided approximately five per cent of total 
Chinese tea exports, became part of the Japanese empire). 

Gardella has produced a succinct and fluid account (consisting of a mere 174 
pages of core text) which provides a clear chronology of the Fujian, and Chinese, tea 
trade and which raises many important issues relating both to debates within Chinese 
economic history and to more general business history concerns. Thus its brevity 
should allow it to appeal beyond those concerned merely with tea or China to those 
interested in business history in general. 


London School of Economics PETER HOWLETT 


SANEH CHAMARIK and SUSANTHA GOONATILAKE, Technological Independence: 
The Asian Experience (Tokyo: United Nations University Press, 1994. Pp.372. ISBN 
92 808 0758 7, US$40, developing country US$20). 


This book edited by Saneh Chamarik and Susantha Goonatilake is a collaborative 
research by Asian scholars and scientists. It analyses, in an interdisciplinary 
framework, the different national experiences of the process of technological 
independence in the post-war and recent period in six selected Asian countries — India, 
China, the Republic of Korea, Thailand, the Philippines and Japan. In particular, the 
analysis focuses upon policy and policy development in each country and provides a 
comprehensive case-study of specific industries in the different countries. This 
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analysis is set in the context of the dynamic interface between science and technology 
(S&T), technological and socio-economic transformation, economic development and 
growth, in the process of technological self-reliance. Furthermore, the study details 
some rather different intra-country technological self-reliance development-strategies, 
which each somehow (more or less) have had an impact on the worldwide shift in 
economic and industrial growth away from the North American region and towards 
the South-East Asian region. The study 1s distinctive in its historical approach, where 
by covering both the post-war and recent period it is able to analyse over different 
phases of development and changing waves of technological opportunities. The study 
is also particular in its geographical coverage of most of the Asian region, whose entire 
population comprises nearly 60 per cent of the world’s total and covers numerous 
distinct ancient civilisations and cultural traditions. 

The study takes an appropriately broad view of technology (including both (i) the 
universal element of technology relating to information which is potentially tradable 
and potentially transferable and which brings the production systems of firms and 
countries closer together, and (ii) the tactic element of technology which is context- 
specific and tied to local skills and socio-economic traditions and thus is non-tradable 
and non-transferable, uwrespective of how well markets work, since it is created only 
through an internal learning process in each firm and country), and is in that way able 
to capture all the features of technological capability. Nevertheless, the different intra- 
country case studies show rather different methods when measuring the degree 
‘technological independence’ or ‘technological self-reliance’, which can hamper a 
direct inter-country comparison. However, the lack of a unique definition is not 
particular for this study but a general problem for the new and rapidly growing schools 
of technology-economics when introducing new economic variables. 

However, this book contributes with many different and very interesting 
approaches, both quantitative and qualitative, to measure the degree of ‘technological 
independence’ (e.g. (i) by using data on socio-economic factors as S&T personnel, 
human resource development, S&T infrastructure (public and private R&D, 
technology financing structure, commercial R&D system (e.g. patent system), 
societies and culture); (ii) by using data o R&D expenditures including productive 
R&D expenditure (i.e. R&D per capita, share of R&D in GNP etc.), technology export 
and import (e.g. foreign direct investment, patent-licensing); and (iii) by using data on 
other S&T supporting roles (e.g. raw materials, appropriate energy sources, capital 
equipment, markets). 

Taking a broad definition of ‘technological self-reliance’ covering all aspects of 
technological capability, all the countries analysed have achieved some degree of 
technological independence in the presented studies, but if we employ a more narrow 
definition of ‘technological self-reliance’, which is referred to in the study of Japan as 
the ability not to imitate borrowed technology but to create innovative imitations, only 
Japan and the Republic of Korea can be considered as technologically independent and 
hence as ‘late starters’, whereas India, China, Thailand and the Philippines still can be 
considered as ‘followers’. To express these results differently it seems appropriate to 
mix both types of findings, since the latter distinction between imitation and creation 
seems obscure, because in order to be able to imitate you also have to create 
technology (tacit capability), However, whereas the imitation process in Japan and the 
Republic of Korea has reached the stage of innovations in the science-based sector, the 
other countries’ tnnovations were associated with the establishment of simple 
engineering skills and other minor adaptations, which explains why Japan and the 
Republic of Korea have become among the most successful creative imitators of 
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‘technological leaders’ in selected fields of technological development. 

These results complement a patent study by D. Archibugi and M. Pianta (The 
Technological Specialization of Advanced Countries, London 1992), which documents 
the convergence of the absolute level of aggregate S&T activities in the advanced 
countries including Japan, while the relative position of countries in disaggregated 
technological fields is marked by a growing divergence in S&T specialisation, which 
suggests that Japan (and Europe) and have each developed a distinct model of 
specialisation of their own, where most countries appear at the technological frontier 
in certain selected fields in which they are relatively most specialised. This in turn 
suggests a major change from the post-war technological leadership of the USA, such 
that now in the recent period the catching-up process of Japan (and the European 
countries) does not follow and replicate the USA pattern of sectoral strengths. 

This study of the Asian experience is not only interesting in its own right, but also 
because it manifests the location- or country-specific character of innovation, as 
suggested by a rapidly growing literature by new Schumpeterian-inspired scholars. 
Each location’s or country’s pattern of technological specialisation and economic 
activity is related to its own institutional and socio-economic structure, and 
‘technological and economic leadership’ is likely to shift historically when there 1s an 
overall change ın the areas of greatest technological opportunities. Leadership may 
then pass to a society whose national system of innovation (NSI) is better adapted to 
the promotion the pervasive new technologies, where NSI is the network of 
institutions in the public and private sectors that support the initiation, modification 
and diffusion of new technologies (as argued recently by C. Freeman, R.R. Nelson and 
J.A. Cantwell). Whereas the USA led when the greatest technological opportunities 
appeared in energy and oil-related technologies and in scale-intensive systems, Japan 
has come to the forefront in recent times where the areas of greatest technological 
opportunities are in microelectronic technologies and in computerised systems 
grounded on the economies of scope gained through flexible production systems. 

A very interesting result that emerges from this book’s evidence concerning the 
process of development of technological self-reliance is that co-operation with the 
outside world does not mean abandoning self-reliance, as was believed by China under 
their prolonged ‘closed-door’ policy in the past, during which time Japan and the 
Republic of Korea developed through a massive international transfer of technology. 
In addition, it appears that the dual structure of Japanese culture, where Japan (even 
historically) has accepted foreign culture without resistance and without impairing her 
own traditional values, has expedited the modernisation process in Japan. Thus, the 
study suggests that ‘open’ and ‘open-minded’ countries in general do better, which 
give policy-makers something to think about. International co-operation and 
technology policy should be implemented and the socio-economic environment and 
NSI should be adjusted so that the potential payoffs from technological imitations, 
inventions and innovations can be increased. 


University of Reading HANNE BIRGITTE ANDERSEN 
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TAN KAH KEE, The Memoirs of Tan Kah Kee (edited and translated with notes by 
A.H.C. Ward, Raymond W. Chu and Janet Salaff) (Singapore: Singapore University 
Press, 1994. Pp.xiii + 366. ISBN 0 216 112361, $32). 


Academic inquiry reflects events in the world to a surprising degree, and the recent 
rapid emergence of Pacific Rim economies has made Asian business history a growth 
industry. Tan Kah Kee, the most famous of a legendary group of pre-World War H 
entrepreneurs in the Nanyang (Southeast Asia) is a worthy subject of this increased 
attention. Born in a village near Amoy, Fukien (Fujian) province in 1890, Tan 
emigrated to Singapore at the age of 16 to work in his father’s rice trading and 
pineapple canning businesses. Following their collapse by 1904, Tan set about 
building his business empire. Although founded on pineapples and rubber, it differed 
from many overseas Chinese undertakings due to Tan’s determined push into 
manufacturing, which earned him the description of the ‘the Henry Ford of Malaya’. 
After -touring Tan’s factory complex in 1928, Ormsby Gore, the British Under- 
Secretary of State for the Colonies, marvelled at ‘One of the most remarkable 
enterprises in Asia, if not in the world ... where rubber shoes in vast quantities, and 
now even motor tyres, are being manufactured under Chinese management and with 
Chinese labour’. 

The present volume gives us, for the first time in English, Tan Kah Kee in his 
own words. By any account, the 1946 Chinese-language original was overlong and 
at times less than clear. A team of translators from the University of Toronto have 
cut and rearranged the original to produce a clear and readable version of 
Tan’s autobiography, here re-titled memoirs. All business histotians will welcome 
their hard work as well as the enterprise of Singapore University Press in publishing 
the result. 

Tan’s memotrs will be of interest to business historians of Asta on two counts. One 
is for their further documentation on overseas Chinese business practices and 
illumination of the problems of transition to modern business systems. A striking 
feature is the constant difficulties with partnership arrangements and the principal- 
agent problem of recruiting trustworthy representation outside, or even within, the 
family. Tan’s inability to find ‘suitable agents’ (p.324) for his business causes him to 
establish branches throughout Southeast and East Asia. 

The other, and for non-Chinese language scholars newer, insights are into Tan 
himself. Unfortunately, these are somewhat limited in regard to Tan as a businessman, 
since, building on his entrepreneurial profile and large donations to education and 
charity, Tan fashioned quite another public career to become undisputed leader of the 
Nanyang Chinese. Much of the book is about this political/philanthropic side of Tan 
which flourished following the 1934 collapse of his business empire. After being 
forced into exile in 1950 by the British colonial government in Singapore, Tan became 
an official in the Communist Party in China, where he died in 1961. 

Tan’s account of the demise of his business leans, as elsewhere in the book, 
decidedly towards the conspiracy school of history. Although Tan felt let down by the 
Hongkong and Shanghai Bank which had supported him financially, he reserves most 
of the blame for an ‘evil merchant’ who acquired exclusive distribution rights to the 
output of Tan’s shoe factory. Much less than the whole story is told, however, 
although, as in other parts of Tan’s narrative, business historians will glean some 
worthwhile insights into the difficulties for a single individual in trying to run what 
rapidly became a multinational enterprise. Subsequently, large Chinese-owned 
enterprise in Southeast Asia, most notably that of Tan’s son-in-law Lee Kong Chian,-.. | 


Fel ee ig 
” - Tt t 
g wE S Vey 
eee en | 
ifht 7" a 

+, aod 
n ja 


142 BUSINESS HISTORY 


began more successfully to mix family ownership and corporate management to 
prolong business empires beyond a single generation. 


Australian National University W.G. HUFF 


SHINYA SUGIYAMA and MILAGROS C GUERRERO (eds.), International Commercial 
Rivalry in Southeast Asia in the Interwar Period (New Haven, CT: Yale Southeast 
Asia Studies [Monograph 39], 1994. Pp.ix + 222. ISBN 0 938692 51 8, no price 


given). 


The title of this collection, resulting from a 1988 workshop, is somewhat misleading, 
for the real subject is Japanese economic penetration in Southeast Asta. As such, the 
book fills a major gap for teaching purposes in the Anglophone world. There is some 
repetition between chapters, notably in the treatment of Japanese policy, and there are 
some lacunae in the case studies, especially French Indochina. The treatment of Burma 
was an undifferentiated part of British India is also unfortunate, while Malaya is 
viewed through the narrow prism of Singapore, and Portuguese Timor 1s reduced to a 
few asides. But Japan’s main focus was on the Dutch East Indies and the Philippines, 
and this ts well brought out. 

There was a sharp dichotomy between the 1920s and the 1930s. Japan initially 
pursued a free trading and peaceful policy, aided by the vacuum left by Western 
economic withdrawal from Southeast Asia from 1914. The Japanese navy contented 
itself with promoting trade, notably exports of cotton textiles, the settlement of 
Japanese nationals, and some discreet support for anti-Western nationalism. The world 
recession of the early 1930s was the turning point. The sharp devaluation of the yen 
intensified competitive advantages already feeding through from industnal 
restructuring. Cheap and good quality Japanese goods and services displaced Western 
equivalents, to the great benefit of Southeast Asian consumers. At the same time, 
Japanese aggression against China was launched in Manchuria, and support for 
Southeast Asian nationalism became more strident. European powers seized on these 
political factors as heaven-sent excuses to impose high tariffs and quotas on Japanese 
products, shipping and businessmen in Southeast Asia. This led to defensive policies 
of retaliation against Indian raw cotton and Javanese sugar, and ‘integrated’ economic 
activity, whereby goods were kept entirely in Japanese hands from the factory ın Japan 
or China to the village store in Southeast Asia. Some Japanese entrepreneurs were 
unhappy with this, however, notably shippers keen to seize tramping opportunities 
wherever they arose, a point alluded to but not sufficiently stressed. Fear for strategic 
supplies of oil and rubber ultimately led to the desperate gamble of the conquest of 
Southeast Asia, but this lies outside the scope of the book. 

From the perspective of the business historian, the chief problem is that the 
collection places a heavy stress on policy formulation in Japan and official 
negotiations with Western powers. There is correspondingly little on Japanese firms 
and their competitors. The main exceptions are Hidemase Kokaze’s chapter on 
shipping in the Dutch East Indies, and Ian Brown’s perceptive essay on the views of 
the Singapore merchant community. As Brown notes in a concluding note, we know 
especially little about humble Japanese immigrant shop-keepers, in contrast to their 
Chinese, Indian and Arab competitors. Politically motivated hostility between Chinese 
and Japanese business communities 1s considered in this book, notably in the 
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Philippines, but there is nothing on Japanese alliances with other communities, for 
example the Arabs in Sulawesi. At a higher level, it would be good to know more 
about the business organisation of the shippers, merchants and manufacturers who 
took a particular interest in Southeast Asia in this period. 


School of Oriental and African Studies, London W.G. CLARENCE-SMITH 


KOICHI SHIMOKAWA, The Japanese Automobile Industry: A Business History 
(London: Athlone Press, 1994. Pp.ix + 189. ISBN 0485 11270 1, £42). 


This volume consists of a welcome synthesis in English of research on the automobile 
industry to which Professor Shimokawa has been a major contributor. The questions 
which he pursues are: what were the roots of the competitiveness of Japan’s 
automobile industry? Why did competitiveness develop so rapidly in the way that it 
did? What is the nature of the ‘Japanese challenge’? What lessons are to be learned 
from the international history of the automobile industry in general and from the role 
and experience of the Japanese industry in particular? 

In answering these fundamental questions he focuses almost entirely on the period 
after 1950, and especially since the 1970s, though a very brief chapter on the origins 
of the Japanese vehicle industry provides the background. During the post-war 
reconstruction period until 1960 the industry produced mainly small trucks for 
commercial use; the production of small, basic passenger cars was the growth sector 
between 1960 and 1973, the subsequent period witnessing a radical redesign of the 
Japanese automobile using the newest technologies, materials, and electronics. This 
was the basis for overseas market penetration on a spectacular scale. Four themes 
dominate the book: the structure of the industry, labour relations and worker 
participation, the automobile parts industry and the parts procurement system, and the 
sales and distribution system. International comparisons highlight similarities and 
differences, a framework which should ensure that even the non-specialist, unable to 
distinguish an Isuzu from a Daihatsu, will find this study accessible; contributing to 
this also is the algebra-free analysis which gives as much space to describing 
procedures for establishing ‘mutual consensus’ among managers and workers at 
Toyota as to the nuts and bolts of vehicle assembly. 

Major contrasting features with American and European industries described and 
explained are the lack of mergers and acquisitions (one since 1945) and the existence 
instead of ‘competitive co-existence’ among several firms based on close inter-firm 
collaboration between assemblers and sub-contracted parts suppliers. Other essential 
features of the Japanese industrial system and which contrasted with its major 
competitors were manufacturing flexibility and relatively low break-even levels of 
production. These contrast with the greater degree of vertical integration, 
rationalisation and industrial concentration which was characteristic of American and 
European industries. 

Conflictual management/labour relations in American and European companies, 
in which the role of national and industrial unions and employers’ organisations played 
a major role, is contrasted with the ‘preconsultation’ practices adopted by Japanese 
managers with their company unions after major strikes during the early 1950s. 
Shimokawa argues that because of the complex production processes involved in 
automobile construction, without harmonious management/labour relations the 
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improvement of quality and design, the key to Japanese international success since 
1980, could not have been achieved. A sophisticated, highly consumer-onented 
American-style franchise system modified to suit the Japanese market was another 
feature which reinforced the quality revolution in the industry, facilitated by the 
application of new technology, new materials, electronics and robotics, especially 
from the mid-1970s. 

The response of vehicle makers in other countries whose market share declined 
drastically in the face of the ‘Japanese challenge’ has been to adopt those elements 
which enabled Japanese manufacturers to achieve international competitiveness, a 
process which in many countries accompanied direct investment from Japan, 
stimulated by exchange rates and by an increasing appreciation of the political 
sensitivity created in other major trading blocs by the social consequences of massive 
Japanese exports from within a protected market. Beginning in 1990, world market 
share and the profits of Japanese automobile manufacturers declined. The Japanese 
response described ın the conclusion resembles uncannily the experience of American 
and European automobile industries during the 1920s. 


University of East Anglia ROY CHURCH 


AJ.H LATHAM and HEITA KAWAKATSU (eds.), Japanese Industrialisation and the 
Asian Economy (London and New York: Routledge, 1994. Pp.xviii + 251; illus., 
diagrams, maps, tables. ISBN 0 415 11501 9, £10.99). 


This is not business history nor analysis of Japan’s recent penetration of Asia. It is 
trade history stretching back to the seventeenth century. Conventional interpretations 
of Japanese industrialisation in terms of catching up and closing technological gaps 
with the West are eschewed. The roots of success lie in Oriental trade and Sino- 
Japanese competition. Economic growth was fed by and contributed to the dynamism 
of intra-Asian commerce with China pivotal. This revisionist stance is explored in nine 
essays, the fruit of an Economic History Congress at Leuven in 1990. 

Kawakatsu, a prominent exponent of the new view, leads with a discourse on the 
crucial role of cotton whose manufacture in the Tokugawa ‘industrious’ revolution 
was a precursor of modern growth. In contrast to Britain, Japan’s comparative 
advantage lay in the cheap, coarse, ‘down-market’ products demanded in China. In 
ceramics, the concern of Ho, the technological transfer was from East to West and the 
trade remained largely an Oriental preserve. Flynn and Giraldez address the neglected 
huge flow of silver from Latin America via Manila to China, finding evidence of an 
integrated world economy (pace Wallerstein) and, more dubiously, that ‘the world- 
wide price revolution would not have occurred in the absence of the Chinese factor’. 
China is again central in Hamashita’s ‘tribute-trade’ with junks carrying everything 
from birds’ nests to sandalwood. One of the few references to businessmen is in 
Motono’s study of attempted political pressure by British merchants on the late 
nineteenth-century Chinese government over bonded warehouses and the indent 
system. In Kose the focus is on the flow of goods within China. The entrepôts of 
Singapore and Hong Kong became key elements in Eastern commerce, and Latham 
points out their different roles. In the former, the stimulus came from Western 
purchases of rubber and tin but the proceeds were largely spent in Asia on rice and 
emerging manufactures. In Hong Kong British trade was negligible; China dominated, 
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and it is there that ‘the true nature of changes taking place in Asia may be revealed’. 
It is also to Chinese markets for cheap Japanese commodities that Tsuyonama looks 
for clues to Japan’s ability to retain economic independence and industrialise without 
tariffs. Finally, Schran raises the controversial issue of imperialism and stresses the 
positive contribution of empire as a market for manufactures and supplier of primary 
products. 

Modern Japanese industrialisation was a function of many interacting variables. 
The desire to emulate the West by importing and adapting institutions and technology 
was essential but is minimised here. The focus is on East Asian commerce, admirably 
illumined by an array of evidence including 70 statistical tables. The revisionist case 
would have been stronger had a concluding chapter more thoroughly analyses the 
mechanism of this engine of growth, the links between trade and industrialisation. 
However, the essays are a salutary reminder, especially to Western scholars, that the 
development of Japan and the Pacific Rim has roots in the historical markets of China 
and other Asian countries. 


Gonville and Caius College, Cambridge W.J. MACPHERSON 


MASAHIKO AOKI and RONALD DORE (eds.), The Japanese Firm: Sources of 
Competitive Strength (Oxford: Clarendon Press, 1994. Pp.xi + 410. ISBN 0 19 828815 
8, £40). 


This collection brings together 14 papers, ten of which were presented to a gathering 
of academics at the Stockholm School of Economics in 1991 as the prelude to the 
foundation of the European Institute for Japanese Studies. Each of the papers 
addresses key representations of the character of Japanese economic pre-eminence 
related to the nature of the development of the firm. Despite the heterogeneity of the 
traditions that have brought to bear, an interdisciplinarity is convincingly deployed by 
a number of the authors and this gives the book an overall sense of coherence. Themes 
covered include both the uniqueness and atypicality of Japanese employee training 
and incentive mechanisms; the central role of the state and its alliances with banking 
and finance institutions; the historical specificity of institutions of employee 
commitment, including the interface between trade unions and the enterprise, and an 
economic perspective on HRM and incentive theory; the complex global linkages 
between product manufacture and sale; the historical character of Japanese R&D; 
inter-firm alliances and organisational development, and the debate concerning the so- 
called Japanese quid pro quo — productivity/economic success as against pluralistic 
forms of participation in civil society in the context of the debate concerning the 
egalitarianism of Japanese society. The way in which these themes are considered 
challenges many of what Koike in his chapter on the institutions of leaming and 
incentives in manufacturing describes as ‘myths concerning Japanese efficiency’ 
(p.41). 

Each of the chapters is located within the main points of reference for the 
researcher where the theme of the historical specificity of Japan is ever-present. The 
subtext throughout the collection suggests a misperception on the part of Occidental 
social science as opposed to mere oversimplification about the character of this 
specifity. This oversimplification is represented in terms of ‘myths’ about the character 
of Japanese economic and social processes and institutions and it becomes the 
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leitmotif and object of contestation for the majority of the chapters. 

Because all of the essays are to be highly recommended it might seem somewhat 
unfair to make special reference to any of the contributions but a number are worthy 
of special mention. Koike continues his work on the nature of employee incentives, 
learning and performance which provides the social and economic basis to the 
individualism behind teamwork, thus undermining the ‘myth’ of Japanese team 
working as it is understood in the West. Okimoto and Nishi address the widely held 
view that Japanese firms are inherently unable to innovate — they draw on comparisons 
between Japanese and US semiconductor firms highlighting the fallacy of this view. 
From her cross national study of Japanese consumer electronics firms in Germany and 
the UK, Sako concludes that (at least for now, in the current stage of Japanese 
transplant operations) skill differentials per se cannot be held to form the basis for the 
variation in performance between the two countries because these are less important 
than the ‘quality of management decisions’ (p.113). The expected impact of skill 
differentials between Germany and the UK has been ‘pre-empted’ because all the 
important issues concerning product and process have been made by Japanese 
management at home, Dore's thoughtful concluding piece leaves me more sceptical 
than ever as to both the possibility and plausibility of the Japanisation school’s concept 
of transfer — perhaps a myth in itself. Even if we were to attempt to reduce the complex 
social and cultural features of Japanese success to technical requisites it is surely 
correct to follow Dore’s logic that what we are talking about is a social settlement with 
its own ‘peculiarities’ — no more or less than any other country as Karel Williams and 
his colleagues in the UK have been keen to argue. It is only by grasping this that social 
scientists in the West can properly draw the contrasts and continuities between Japan 
and other countries. This collection blows away yet more of the fog and some of the 
myths behind it. 


Cardiff Business School PAUL STEWART 


GREGORY P. NOWELL, Mercantile States and the World Oil Cartel, 1900-1939 
(Ithaca, NY: Comell University Press, 1994. Pp.x + 326. ISBN 0 8014 2878 5, 
£37.50). 


This book ıs a critique of the principal theones of international relations through an 
analysis of world oil politics before World War II. Nowell finds that existing, state- 
centric theories are deficient in explaining the very complex actions and motivations 
which led to such a profound event as the change in the world’s energy policy in the 
twentieth century from reliance on coal to dependence on oil. He develops a new 
theory — transnational structuring — to describe more accurately what was happening 
and uses the striking image of an enlarged chessboard, with the three games of chess, 
draughts and go being played on it simultaneously, each within the logic of its own 
rules and conventions, to illustrate what he means by this concept (pp.282—4). He sees 
the evolution of the world oil market (and its hydrocarbon processing technologies) as 
having proclaimed itself in the rivalries not only among states but among oil 
companies and among sectors such as coal, oil and finance as well. 

The title of the book is somewhat misleading. It is not about mercantile states but 
about France — as the paradigm for mercantile states — gyrating ‘back and forth among 
the conflicting pressures of a complex array of interest groups’ (p.302). Nor is it solely 
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about the world oil cartel Nowell broadens the scope to discuss the evolution of the 
international hydrocarbon cartel, which ‘was an expression not of oil’s struggle with 
oil, but of all oil with coal’ (p.222). He describes, again using the emerging French oil 
industry as the exemplar, how the limited market-sharing objectives of the ‘as is’ 
agreements of 1928 were extended to the evolution and control of technology and how 
oil technologies contrived to squeeze out coal as a result of elaborate patent accords 
between the o11 majors (led by Standard) and the heavily cartelised chemical industry 
controlled by I.G. Farben. The men behind Achnacarry, Nowell argues, were able to 
maintain a system of transnational regulation, and their strategy was the basis for the 
diverse national oil policies of individual states. The theory of transnational structuring 
encompasses and describes this process more successfully than the usual state-centric 
theories — though in tandem with them, rather than as an alternative to them. 

The final chapter sums up, revealingly, Nowell’s concerns — ‘internahonal 
relations theory, French statism, and technological transactions as they relate to the 
historical exposition and theoretical approach of this book’ (p.280). There is relatively 
little about the business side of the oil cartel and the success or otherwise of 
Achnacarry in achieving a worldwide application of ‘as is’ or ın stabilising oil prices. 
To find out about these aspects, the reader would have to tum to J.H. Bamberg’s The 
History of the British Petroleum Company, Vol.2 (1994). In addition, the 
historiography reveals a slant towards political science rather than business history: 
Geoffrey Jones’ book on The State and the Emergence of the British Oil Industry 
(1981) does not even merit a mention in the bibliography. The terminology used also 
appears to derive from political science, which may have been the reason why I found 
the first and last chapters particularly hard to read. However, when stripped of all the 
difficult histonography and long words the theory of transnational structuring seems 
sensible and apposite enough, if not precisely new to the business historian. 

Nowell appears to like unusual words. ‘Orthoganol’ is a great favourite and used 
often, and I also found ‘velleity’ and ‘eleemosynary’ which sent me scurrying for the 
dictionary. There are others. 


University of Reading FRANCES BOSTOCK 


GEORGE PHILIP, The Political Economy of International Oil (Edinburgh: Edinburgh 
University Press, 1994. Pp.x + 220. ISBN 07486 04901, £35). 


This book is a study of the impact of the oil industry on the economies of oil-exporting 
LDCs. In methodology it is a comparative historical analysis, rather than an exercise 
in pure theory. In structure, it is based on the familiar contours of the evolution of the 
international oil industry, within which Philip concentrates on the varying fortunes of 
the oil-exporting LDCs. 

Covering the period up to World War Ll, Philip describes the rise of the 
transnational oil companies which enjoyed the support of imperial powers, particularly 
Britain, in developing the oil industries of the LDCs. The terms on which the 
transnationals then operated in the LDCs were so favourable to the transnationals that 
the LDCs generally received little returned value from their oil industries. Later, from 
the 1940s through to the 1970s, the power of the transnationals was eroded and 
imperial influence lessened. In this period the LDCs received greatly increased oil 
revenues, partly because they succeeded in increasing their share of oil profits and 
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partly because of the very rapid growth of the international oil business. The real oil 
bonanza came, however, in the 1970s, when the LDCs wrested control of prices and 
production from the transnationals. On the face of it, the oil-exporting LDCs, awash 
with the oil money, appeared to have achieved the dream of all commodity exporters. 
It was, though, shortlived, and the collapse in oil prices in the mid-1980s brought oil 
revenues down with a bump. 

Within this broad historical sweep, Philip examines and explains the effects of oil 
revenues on the development of the oil-exporting LDCs. Some, such as Saudi Arabia, 
Kuwait, Abu Dhabi and Libya, were lucky enough to have a combination of huge oil 
reserves and small populations. They need no need to develop significant non-oil 
sectors and could use their oil wealth to satisfy the rising expectations of their 
populations, In fact, their oil revenues alone lifted them from the category of LDCs to 
ex-LDCs. Others, including at various times Colombia, Mexico and Indonesia, 
succeeded in establishing comparatively well-balanced and diversified economies by 
actively reducing their dependence on oil exports. However, a third category of oil- 
exporting LDCs faced acute problems. These were the ‘high-absorbing’ LDCs, which 
became highly dependent on oil revenues and which also had large population to 
sustain. 

In seeking to explain why these countries, such as Iran, Iraq and Nigeria, 
encountered such difficulties in using their oil as a springboard for development, 
Philip dismisses the argument that they suffered from imperialist or transnational 
exploitation (at least from the 1950s onwards) and the notion that the terms of trade 
were against them. Instead, he sees a combination of factors at work, including the 
‘Dutch disease’ of overvalued currencies; the tendency of oil revenues to result in 
increased inequality of internal income distribution; the high propensity of oil-rich 
government to spend money on arms; and a tendency towards ‘top-down’ 
development schemes. Above all, however, Philip stresses that there is more to 
development than merely money which, when present in excess, may stand in the way 
of development by creating a dependency culture and fostering the psychology of 
‘easy money’. 

In covering such a wide span, Philip inevitably relies mainly on secondary sources, 
though to a lesser extent he also makes judicious use of government and private 
papers. The strength of the book lies, however, less in the revelation of new evidence 
or the exposition of new ideas than in the clarity of structure, sustained thematic focus, 
well-constructed generalisations closely supported by short individual case studies and 
the balanced interpretations. It deserves to be widely read by those interested in the oil 
industry, the development problems of LDCs and twentieth-century international 
studies. 


British Petroleum Company plc J.H. BAMBERG 


MAGRIT MULLER, Structure and Strategy of Small and Medium-size Enterprises since 
the Industrial Revolution (Stuttgart: Franz Steiner Verlag, 1994, Pp.223. ISBN 3 315 
062874, DM66). 


How do you define (a) small, and (b) medium-sized, enterprise? Had the organiser of 
the session held at the Tenth International Economic History Congress in Leuven in 
1990, the papers from which make up this volume, asked this question and provided 
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an answer to the participants before they wrote their contributions the result might 
have been a more focused and more convincing analysis and review of small and 
medium-sized enterprises (SMEs) in business history. The consequence of not 
adopting such a strategy was to elicit contributions which were so diverse in this 
respect that unavoidably the overall structure of the book was based on disparate 
frames of reference. 

For example, Cassis provides a useful survey of the banking and financial sector 
in Europe before 1914, but he covers his options by defining both small and medium- 
sized companies, drawing no distinction between the two, as those which on two 
criteria could not be defined as large: companies employing fewer than 1,000 workers, 
or capitalised at no more than £1m = M20m = F25m. The absence, however, of a 
reasoned justification for either of these criteria is an omission which does not provide 
confidence in the subsequent analysis, either of his own contribution or those of others. 
One question prompted by his paper (though he could not have been expected to offer 
an answer) is that, in the context of dramatically altered business environments 
between 1914 and 1945 and especially between 1945 and 1980 which some of the 
contributors refer to, are SMEs to be defined by the same criteria? 

Muller, both an editor and contributor, adopts different criteria which also draw a 
distinction between small and medium-sized enterprises. She defined small enterprises 
as ‘firms which are led by one person and have no functional departments’ whereas 
“medium-sized firms are operated by a few persons and have only the basic functional 
departments ... and few hierarchical levels’. Nenadic’s study, however, which 1s 
concerned with smail enterprises in nineteenth-century Britain, considers a population 
which consisted of firms employing fewer than 20 workers under middle-class owner- 
managers (thereby ruling out the fascinating and extensive world of working-class 
‘penny capitalism’). Clearly, the enterpnses examined by Nenadic are completely 
different in kind from firms employing hundreds of workers and tens or hundreds of 
thousands of pounds, which under the definition adopted by Cassis (and others) are 
analysed as SMEs. 

It is hardly surprising that post hoc the triumvirate who composed the introduction 
to this collection was unable to discern a unanimous, unambiguous typology of the 
SME from readings of the contributions contained in this volume. Yet by omitting the 
possibility that definitions of SMEs should be relative rather than absolute this 
collection presents a serious problem for historians researching organisations which, 
intuitively or by most relevant criteria, are not large. The authors of the introduction 
have done well to distil pertinent observations from 13 varied papers dealing with 
firms and industries and towns and regions in America, Austria, Belgium, Britain, 
Canada, France, Italy, Japan and Switzerland. Yet in the absence of agreed definitions, 
which may differ depending on the context — sectoral, industrial, chronological, 
national or international — how is it possible to offer credible generalisations about 
SMEs or SEs or MEs? 

If we adopt the criterion of value added, then taken as contributions which increase 
our understanding of the business process — regardless of size, this collection scores 
highly, not least because of the wide geographical range encompassed by the papers 
and because the questions asked are interesting. They focus on viability and decline, 
persistence and failure, on relations of SME’s to large business enterprises and to other 
non-competing business organisations and networks, on the role of family, and of 
course on the central theme of the conference session, the structure and strategy of 
SMEs. Readers will differ, no doubt, on the chapters which they value most, depending 
partly on what they consider to contain a satisfactory balance between the novelty of 
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findings, the empirical research which underpins them and the conceptual structure 
and cogency of exposition. I placed the following contributors in the excellent 
category: Chadeau, ‘La permanence des petites et moyennes enterprises en France au 
XXème siècle’; Koyabashi on Japanese SMEs between 1868 and 1938, Mathis on the 
success and failure of middle-sized Austrian enterprises in the twentieth century, and 
Muller on Swiss SMEs. The latter’s approach probably possesses the greatest potential 
for the study of SMEs regardless of geographical context, sector, industry or period. 

Collections of papers from international conferences rarely result in volumes of 
more than marginal long-term value. Notwithstanding the reservations expressed 
above, this compendium is one of few exceptions, not least because the introduction 
reflects careful reading of the contributions included in the volume, a practice which 
should become mandatory for editors preparing conference papers for publication. 
Finally, the linguistically challenged should note that roughly 25 per cent of the 
contributions are in French. 


University of East Anglia ROY CHURCH 


JAMES FOREMAN-PECK, A History of the World Economy: International Economic 
Relations since 1850 (London: Harvester Wheatsheaf, 2nd edn., 1995. Pp.xviii + 404; 
statistics, maps and graphs. ISBN 0 7450 0935 2, £18.95). 


This new edition of a student text first published in 1983, and well-reviewed at the 
time, provides an accessible and reliable synthesis of a mass of literature on the history 
of the world economy from the viewpoint of growing interdependence between 
national economies. The hallmark of the first edition was the blending of the 
experience of key national economies within the development of international trade, 
factor flows,, policies and institutions; the skilful introduction of basic economic 
theory and its subsequent application to historical experience; and the application of 
theories of justice — principally from Rawls and Nozick — to the operation of the 
international economy over time. 

In revising this text, Foreman-Peck has retained the basic structure of the first 
edition. Thus the history of the world economy is organised into five epochs, with 
divisions at 1875, 1914, 1939 and 1973/74. The key features of the four completed 
epochs, respectively the diffusion of free trade ideas and practice (1850-75), the rise 
of tariff barriers, the new imperialism and the challenge to Britain’s economic 
hegemony (1875-1914), the dislocation of the multilateral trade and payments system 
between the wars, and the Bretton Wood years, have all been reworked to take account 
of new research over the last decade with some of the early chapters being reorganised. 
Inevitably, however, it 1s the more recent period that has been most extensively revised 
and brought up to date. The new final chapter develops a number of themes, including 
the implications for any future exchange rate regime of unrestricted capital mobility in 
the context of a more highly integrated international economy, and the failure of the 
centrally planned economies, and brings the overall story up to 1992 or thereabouts. 
Finally, there is a short postscript in which Foreman-Peck avers that in a decade’s time 
the outlines of the international economy should be recognisable from what we see 
today. 

No textbook on such a subject could ever be completely comprehensive, and 
business historians will no doubt wish that the MNE and direct foreign investment had 
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received fuller treatment, but this text comes much closer than any competitor and is 
highly recommended for both teaching purposes and for those requiring a reliable 
guide to the issues and research literature. 


University of Bristol ROGER MIDDLETON 
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